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A STORY OF WHITE MAGIC 


The forest found root in primeval muck. Incredible crea- 
tures writhed among its trees while dragon flies as big as 
eagles threshed about in the steaming air. Eons passed, the 
forest died and was transformed into a vast storehouse of 
natural resources, which includes deposits of coal and 
petroleum. 

Today, through the white magic of synthetic organic 
chemistry scientists draw upon the elements found in this 
primitive storehouse. They ingeniously combine them to 
form chemicals that contribute endlessly to industry and to 
mankind, 

Some of these chemicals ... which bear the formidable 
group name ethy leneglycolmonoalkylethers ... are so versa- 
tile that from them come excellent bases for delicate per- 
fumes as well as the fluid in the hydraulic brakes of auto- 
mobiles. Others are present in dyes, insecticides, thinners, 


Trade-marked Products of Divisions and Units include 


window cleaners, soluble oils, inks, and scores of useful 
things which they have improved. 

The people of Union Carbide produce these and many 
other materials essential to cosmetics, apparel, and the 
household, They also produce hundreds of other materials 
for the use of science and industry, thus helping maintain 


America’s leadership in meeting the needs of mankind. 


FREE: You are invited to send for the newillus- 
trated booklet,“ Products and Processes,” which 
shows how science and industry use UCC’s 
Alloys, Chemicals, Carbons, Gases and Plastics. 


INION CARBIDE 
AND CARBON .CORPORA TION 


30 EAST 42ND STREET uC) NEW YORK 17, N.Y. 


PRESTONE and TREK Anti-Freezes * Synthetic Organic Chemicals * ACHESON Electrodes * NATIONAL Carbons 


EVEREADY Flashlights and Batteries * PYROFAX Gas * Prest-O-Lirk Acetylene * LINDE Oxygen 


ELECTROMET Alloys and Metals * BAKELITE, KRENE, VINYON, and VINYLITE Plastics * HAYNES STELLITE Alloys 
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News within the News 


GOVERNMENT'S CHANGING ROLE in the adjustment period ahead is explained 
in a U.S. News & World Report interview with Edwin G. Nourse............ P. 28 


ISSUES AHEAD, facing Congress, will have a big effect on business in 49. Here 
is the outlook for taxes, labor-law changes, new controls, wages................ P. 36 


CLOSER BUSINESS-FEDERAL TIES are in prospect if U.S. policy takes the course 


expected. Leaders in industry and Government give their views................ P. 38 
TAX RISE OR DEFICIT.................. P. 7 main scarce this winter, while prices soar. 


Uncle Sam, hit by the high cost of living, 
is going back into the red‘after two vears 
of living within his income. Government 
deficit of $619,000,000 is to replace sur- 
pluses for the year ending June 30. Here’s 
the inside budget picture. 


BUSINESS OUTLOOK FOR ‘49......P. 10 
Boom times are expected to slacken a bit 
in 1949. Best indications are that the new 
vear will bring the sellers’ market to a 
close. Shortages, with one or two excep- 
tions, will be gone. Jobs will be fewer. 
Price cuts will be more frequent. Work- 
ers will get fewer big raises. 


‘COLD WAR‘ BLOW BY BLOW......P. 14 


People on both sides of the Iron Curtain 
are to get some relief from the East-West 
war of nerves in the new year. But real 
peace is still not in sight. A blow-by-blow 
account of three years of “cold war” 
shows a draw up to now. 


LINE-UPS FOR ‘50 AND ‘52.......... P. 18 
Politics, after the big upset of °48, finds 
both parties organizing for ’49. Demo- 
crats, on top, see their recent splits in 
need of mending. G.O.P. is sounding out 
new leadership. Candidates for "52 are 
to emerge from the turmoil. 


EUROPE: WHAT’S WRONG............. P. 20 
Bigger production is the rule all over 
Western Europe. But most Europeans 
aren't living any better. They feel that 
the boom has passed them by. Goods re- 


This graphic, firsthand report shows how 
Europeans are faring. 


WHERE U. S. LOSES FRIENDS........ P. 23 
Case history of one Marshall Plan patient, 
after nine months of treatment, points to 
little real progress. Italy, the patient, is 
in for more trouble. Food is no more 
plentiful. Jobs are scarce. Communists 
are floating anti-U.S. rumors. 


STRUGGLE FOR THE INDIES.......... P. 24 
All-out Dutch attack in Indonesia is touch- 
ing off unexpected trouble. U.S. is cut- 
ting Marshall Plan aid to Dutch areas. 
Communists are getting colonial peoples 
to listen to their arguments. Dutch are 
getting in hot water with U. N. Expected 
quick victory is still not in sight. 
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There was nothing startling about it. 
Just one of the four hundred or more 
received every week by our Research 
Department. 

It outlined a typical problem. Said 
the writer had a “‘modest, fixed in- 
come” that she’d like to increase... 
was thinking of buying several se- 
curities—but wanted more facts, first. 

Somewhere she’d seen a Merrill 
Lynchead . . . heard about our Re- 
search Division that furnishes in- 
vestment facts for the asking ... and 
decided to ask for help herself. 

We don’t think she was disap- 
pointed! 

Our specialists had little to go on 
... lacked exact figures on her cur- 
rent holdings, didn’t know much 
about her over-all objectives. They 
did know she leaned toward tele- 
vision and motors . . . wanted a 
seasoned, objective appraisal of the 
opportunities in these industries. 

Our “‘letter from a lady”, and the 
word-for-word reply sent by Re- 
search, should make interesting 
reading for any investor... give him 
an excellent idea of a service he’s 
free to call on anytime, too. 

If you'd like to read copies of both 
(minus identification, of course) 
we'll gladly send them along. Or, 
better still, perhaps you'd like to 
have an analysis of your own hold- 
ings—or detailed information about 
some securities that interest you. 
Why not ask for a revort? There’s 
nocharge, no obligation. Just write— 


Department S-8 


MERRILL LYNCH, 
PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 
70 Pine Street, New York 5, N. Y. 
Offices in 96 Cities 











ARS AND CRISES, shooting wars and 
Weecia wars” to the world around, 
made Christmas anything but a day of 
peace for Mr. Truman and other top of- 
ficials. Looking on anxiously they saw 
most of the conflicts running into 1949. In 
some cases, the U.S. could act, however. 

Help for China was trimmed down as 
Communist armies threatened the down- 
fall of the aging and creaky regime of 
Chiang Kai-shek. Paul G. Hoffman, head 
of the Economic Co-operation Adminis- 
tration, just back from China, talked it 
all over with Mr. Truman for half an 
hour. Then Mr. Hoffman announced the 
suspension of a $70,000,000 long-range 
reconstruction program. Food and other 
relief supplies would continue to go to 
the Chinese people, but only in the 
quantities voted by Congress. Meanwhile, 
Madame Chiang Kai-shek, still in the 
United States, awaited an official answer 
to her plea for vastly increased assistance 
to her husband’s Government. 

At the same time, the U.S. went to 
the United Nations Security Council 
about the fighting in the Dutch East In- 
dies, between Netherlands troops and 
forces of the Indonesian Republic. U. S. 
was unimpressed by the Dutch claim that 
it is a question of mere police action, U.S. 
representatives asked U.N. to issue a 
cease-fire order, And Marshall Plan aid 
to Indonesia was suspended, 


HE STATE DEPARTMENT was worried, 

too, about the revival of Latin-Ameri- 
can revolutions. Governments had been 
overthrown by force recently in Peru, 
Venezuela and E] Salvador. They had 
been threatened in eight other countries. 
The Department issued a statement call- 
ing the situation deplorable and incon- 
sistent with democratic aims, Talks here 
opened with Latin-American foreign min- 
isters to see what could be done. 

In Berlin, the cold war went into a 
new phase. The non-Russian sectors 
were provided with a military govern- 
ment in which Russia has not even a 
nominal part, The action officially junked 
the long-abandoned four-power agree- 
ment under which Russia originally 
agreed to join in the city’s government. 
Berliners dug in for what was officially 
expected to prove a two-year siege, There 
was no extra issue of coal for Christmas. 

As a reminder of the last war, word 
came of the execution of Hideki Tojo and 
six other top Japanese war planners. 

Animosities still smoldered in the Near 
East, and guns began speaking again in 
the Palestine area. 


RESIDENT TRUMAN took all these dis- 
tressing problems to Independence, 
Mo., with him for Christmas. He planned 
a week there. But it was a working week, 





The March of the News___ 


and scarcely a holiday. In addition to 4, 
nettlesome questions of world affairs the, 
was an equally bothersome batch of 4, 
mestic issues. The President and his »3 
visers worked on the messages that are; 
go to the new Congress, particularly 4, 
message on the state of the union, A yj. 
orous restatement of Mr. Truman’s pos 
tion was planned, The President had tj, 
en home with him a memorandum dray, 
up by the Cabinet committee on inf, 
tion. Edwin G. Nourse, head of 
committee, reported that the group wg 
nearing agreement, and, to  reportes 





rvis & Ewing 
hi FMAN 
. . $70,060,000 


ECA ADMINISTRATOR 
In a half hour . 


added his own opinion that, from the 
consumer's point of view, this was prob- 
ably the most expensive Christmas it 
American history. 


ONGRESS, with battle lines forming over 
Mr. Truman’s expected economii 
proposals, was giving indications of some 
Republican help for a portion of the 
President’s legislation. Republican lib- 
erals, with Senator Ralph E. Flanders, 0! 
Vermont, and Irving M. Ives, of Nei 
York, doing most of the talking, were de 
manding representation in the Senat 
leadership. The elections, they contended 
proved that the Republican leadership 
had been wrong in the past. 

In the House, a perennial problem was 
under discussion, This is the Rules Com 
mittee’s power to bottle up legislation 
that its conservative members dislike 
There were several proposals for restric 
ing its power to kecp legislation from g 
ing to the floor, The simplest way, pack- 
ing the Committee with a majority 
Truman supporters, commanded muti 
support as the easiest and most direct 
method, 
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Over the year ahead, it is well to be watchful and wary, to keep in mind 
that there are signs of a slowing in the boom, signs of a turn during 1949. 

Things will be good by any standards of the past. It's just that they may 
not be quite as good for many as 1948, and may be getting a bit worse for 
others as the year wears on. It is 1950 that has the forecasters guessing. 

Pay raises will be harder to get in the new year. Jobs are not likely to 
be so easy to find. Hours of work for many wage earners will be shorter. In- 
comes, aS a result, for 1949 as a whole probably will be smaller than in 1948. 

Cost of living is to go down a little, though, barring a drought. Food 
will cost less than now. Clothing probably will, too. Price trend ahead is more 
likely to be moderately downward than to be steadily upward. 

Standards of living will rise once more for most of those with jobs. 

The postwar boom in incomes, in prices--the inflation--is going to wear 
thin during 1949 unless given a big new injection of dollars. Just where a new 
shot in the arm is to come from isn't clear at this time. 











War, of course, would start inflation zooming again. War is unlikely. 

War preparation on a big scale would do it, too. Military spending is to 
rise during the new year, but not enough to feed the boom heavily. 

Peace, if it should really come, would upset things, temporarily. Arms 
outlays and aid to other countries are bolstering business now. 

Real peace, however, is not expected in 1949. 

What you get is more of the same in the way of war preparation and in the 
way of spending by Government. That bolsters things at this stage, but doesn't 
tend to give them a new fillip. There's nothing new to add to the boom. 








The dollar is to gain a little in value during 1949. Dollars in the pay 
envelope will buy a little more as the year wears on. Savings will buy more. 

A 57-cent dollar, compared with prewar, probably is as cheap as it will 
get. It may be a 60-cent dollar by the next year end, a 65=-cent dollar before 
1950 is over. The next move is toward a dollar that will buy more, not less. 

A 100-cent dollar in prewar buying power isn't to be expected again. At 
some time there may be a 75-cent dollar, but Government is not likely again to 
to permit deflation of prices to run far without stepping in. 

Dollars, even so, are very much worth having. Money, cash, meant less and 
less as prices moved higher and higher during inflation. Money will mean more 
and more as prices steady and then move down during any deflation. 

It is cash that is likely to gain in value in the period ahead, not so much 
goods or real estate. Cash in the pocket, or in the bank or in savings bonds, 
gradually will appreciate in terms of food, shelter, clothing. 








Farmers are likely to lose a little in relative position during 1949. 

White-collar workers, teachers, Government workers may gain somewhat. 

Wage earners often will lose even if hourly pay is raised. Hours of work 
are tending to be reduced in many lines as demand slows a little. 

Investors often will get fewer dividend dollars in 1949 than in 1948, but 
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NEWSGRAM--TOMORROW-- (Continued) ’ 


those dollars are likely to buy more. Investors may slip a little, however. 

Businessmen in many cases are to find the going rougher. Profits will be ] 
harder to make in very many cases. If taxes are raised, as they may be on busi- 
ness profits, then there will be fewer of those profits left over. 

The unemployed, however are to be the ones who really pay for any letup in 
the boom. Employment during boom years was inflated as was most everything. 
When profit margins begin to be squeezed or to disappear, employers often find 
that they must use labor more efficiently, must reduce pay rolls. Jobs at this 
time are becoming harder to get and may grow scarcer as the year wears on. 





Taxes, for most people, won'tincrease in the year ahead. 

Split income for husband and wife is to continue. Any increase in rate of 

if made, will be moderate and in the upper income brackets. 

Taxes on estates and gifts mny be raised. 

Excess-profits tax for business, however, appears to be dead. 

Tax on corporation income may be increased moderately, but it's not Sure. 
A special tax on corporation income not paid to stockholders is improbable. 











Big Government, though, is likely to become bigger as time goes on. 

Subsidies for housing are probable. So is aid for education. 

Disability insurance is a growing possibility. Old-age insurance is to be 
broadened and benefits increased. Health insurance is coming, if not in 1949 
then in 1950 or 1951. Uneuployment-insurance benefits will rise. 

TVA's will grow gradually on the Columbia, Missouri, St. Lawrence, on the 
Arkansas and elsewhere. The trend is up on river develonment. 

Farm prices will continue to be supported. Minimum wages will be raised. 

Unions are to get some new Government protections, exuployers to lose some 
of the rights they got only a year ago with the Taft-Hartley Act. 

Government will move into new fields and will broaden old fields of its 
activity if business does slow and unemployment does return in months ahead. 

















Mr. Truman, even so, is not likely to prove the big boss. 

Congress, instead, will more and more call the tune of policy. 

Truman position is to the left of the position Conrress is to take on labor 
issues, tax issues, issues that relate to business policy. 

Congress and Truman will go along on a firm policy toward Russia. Aid to 
Europe is to be extended. Alliance with Western Europe is likely in 1949. 











Population of U.S. will gu on rising rapidly in the year ahead. Rise in 
1949 is to approach 2,000,000, compnzred with 2,5°0,000 in 1948. 

Rising population is underwriting birser future markets, more business. 

U.S. population a year from now will be about 149,000,000 and headed a good 
deal higher. Population growth in years ahead, however, is likely to slow after 
the rapid wartime and postwar rise. People in U.S. to be fed, clothed, housed, 
provided with many kinds of goods, are to number a year from now nearly 17,000,- 
000 more than in early 1940. That's an added nation in itself. 

This country is much bigger than it was before the war. Its needs are 
greater. It has more young people to care for. It needs more schools, more We thin 
facilities for recreation, more housing, more of everything. 

Population increases are something to be kept in mind by businessmen. 




















To help the reader follow important trends, we extend the Newsgram 
through the magazine by means of brief paragraphs in larger type at the 
head of each article. Thus we are able to give in Newsgrem form addi- 
tional coverage of essential news. -- The Editors 
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Here’s a man youll agree with! 


EMILE SCHURMACHER, writer, N. Salem, 
N. Y.: ‘Since I got Super-Cushions in 
January, I’vecovered thousands of miles 
in the Southwest and all over the coun- 
try. How these tires smooth out the 
roughest roads! Never have I had such 
driving comfort—or such a feeling of 
safety. These tires really grab hold on 
any road ... hairpin turn, wet concrete, 
or sandy desert.”’ 


The Super-Cushion will do wonders for 
your car, too! It’s bigger and softer— 
runs on 24 pounds of air—but will fit 
your present wheels! You’ll get a softer 
ride, less wear on your car, fewer rattles 
and repair bills, greater mileage and 
blowout resistance! See your Goodyear 
dealer today! 


MILLIONS OF SUPER-CUSHIONS ARE NOW 
IN USE ON NEW AND OLDER CARS 


AWWHIEY A Mt y 
Sil 


ha 
\\ 


WN 
\) 


Z 
A\\ 





by GOODF YEAR 


Super-Cushion T. M.—The Goodyear Tire & Rubber Company 









Building an even greater railroad... 
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The Chesapeake and Ohio’s current expansion 
program of more than one hundred and fifty 
million dollars for developments, additions and 
improvements to its physical plant is calcu- 
lated to make a great railroad even greater. 


For example, current construction of a new 
coal pier at Newport News will practically 
double the coal-handling capacity of that port. 
Seventy-five miles of track extension into new 
coal fields will help C&O retain its position of 
Number One among the nation’s carriers of 


— from the Great Lakes to the sea! 


CHESAPEAKE ... OHIO RAILWAY 


Terminal Tower, Cleveland 1, Ohio 


originated bituminous coal. Nearly two hundred 
new passenger cars are being built to enlarge 
and improve our passenger service. 


Growth of this nature—continuing growth, 
year in and year out—is important not only to 
the railroad and its employees and stockholders. 
It is of vast importance to the entire area the 
railroad serves. 


It recognizes—and aids and abets—the growth 
of our country ... from the Great Lakes to the sea. 
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AX INCREASE OR DEFICIT: 
THE CHOICE IN NEW YEAR 


| £ A federal deficit is coming 
( back. Spending for arms is push- 


again. 


1 & Deficit will not be as big as 


f 
f 


Mr. Truman thought. But cost of 
peacetime Government is going 
higher, outstripping income. 

New taxes to bring back bal- 
ance are being talked. But big 
fax program is not likely if the 
business boom shrinks. 


Red ink is expected by Mr. Truman 
toshow up on the Government’s books 
again for the year that ends next June 
$0 and the year after that. 

A return of red ink follows two years, 
out of the last 18, in which Government 
could show black figures when tallying 
its income and outgo. 

Outgo in excess of income will tend 
to rise if business slows and earnings 
decline. Coincidentally the rise in volume 
of dollars spent by Government will work 
to cushion any slowing in business. 

Mr. Truman’s estimate of what outgo 
and income will be in this year and next 
is to be given to Congress early in 
January. That estimate is to be based 
upon an official assumption that the level 
of business will remain at boom stage 
for another 18 months. Evidence is piling 
up that there may be some downward ad- 
justment instead. 

On that basis, the broad outline of the 
Covernment’s budget suggests this: 

For fiscal 1949, the year that ends 
next June 30: 

Income is likely to be about $42,246,- 
000,000. 

Outgo is expected to total approxi- 
mately $42,865,000,000. 

Deficit of $619,000,000, to be written 
inted ink, thus, looks probable. 

This is the outlook on a current in- 
come-outgo basis. Actually, a technical 
Surplus of $2,381,000,000 may be re- 
) Ported officially. The reason is that Con- 
sess ordered the Treasury to pay the 
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Rising Costs Make a Gap in the Budget 


first $3,000,000,000 of the cost of the 
Marshall Plan out of last year’s record 
budget surplus. The idea was to make 
room in this year’s tight budget for the 
tax cut voted by Congress last April. 

Either way, the Government finds itself 
in better shape than Mr. Truman forecast 
last August. At that time, he expected a 
red-ink figure of $1,500,000,000 for this 
fiscal year—or, allowing for the $3,000,- 
000,000 bookkeeping switch ordered by 
Congress, a black-ink figure of $1,500,- 
000,000. Improvement is due to rises in 
personal incomes and profits that have 
exceeded Mr. Truman’s expectations. As 
the general level of the economy rises, tax 
collections also rise. 

For fiscal 1950, the year beginning 
next July 1, the outlook is for more red 
ink. The real test comes in that year, 
because’ business may be slowing and 
military outlays rising. 

Income in that fiscal year, assuming 
only a moderate business decline and no 
tax increase, is likely to be about $41,- 
554,000,000. 

Outgo, if military spending is held 
within the $15,000,000,000 ceiling now 
set by Mr. Truman, probably will reach 


$44,279,000,000. 

















—Carlisle in New York Herald-Tribune 


AND NOW TO GET IT SHUT 


Deficit, on that basis, would be $2,- 
725,000,000. That is the red-ink prospect 
unless Congress votes to raise taxes. A 
substantial increase in tax levels would be 
necessary to wipe out that much red ink, 
even without any provision for reducing 
the public debt. 

These figures are on a regular-budget 
basis, the bookkeeping way of reporting 
the federal budget. However, this does 
not tell the whole story. It does not fully 
measure cash income and cash outgo of 
the Treasury. For example, the book- 
keeping budget does not show the full 
collections of cash dollars for Social Se- 
curity and other trust funds. It does not 
show refunds on veterans’ insurance 
premiums, which probably will amount 
to at least $1,000,000,000 in fiscal 1950. 

It is the cash budget, the one that 
measures the actual number of cash dol- 
lars flowing into and out of the Treasury, 
that has the greater impact on business. 
This budget shows whether the Govern- 
ment is paying out to the public more 
money or less money than it takes away 
from the public in taxes. On a cash basis: 

In the fiscal year ending next June 

30, the Government is expected to 

collect from the public $2,556,000,- 

000 more in cash than it pays out in 

cash. This means a net withdrawal 

of money from the spending stream. 
In the fiscal year beginning next 

July 1, the Government is likely to 

pay out to the public $1,110,000,000 

more cash than it collects. Then the 

Government will be feeding the 

spending stream. 

Government spending and taxing, at 
these levels, can operate as a drag on a 
boom, or as a cushion for a business 
decline. 

Where the money goes, then, be- 
comes important for the whole economy. 
Spending estimates given below follow 
the groupings used in the Treasury daily 
statement. Mr. Truman, in his official 
budget, uses different groupings, so that 
the figures are not comparable. 

Military spending is the thing that is 
heading the Government back into the 
red. It is taking about $12,349,000,000 
to pay defense costs this fiscal year. Next 
year it is going to take about $15,000,- 
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(00,000, and that is only half as much as 
the armed forces asked at first. Mr. Tru- 
man sets this figure as a ceiling. Chances 
are that total military spending will be 
kept within the $15,000,000,000, even it 
Congress votes some military lend-lease 
for Europe. 

Veterans’ aid, next to national de- 
fense, is the costliest program in the 
budget. Veterans’ outlays are more than 
$6,600,000,000 this year, and probably 
will be at least that much in fiscal 1950. 
A business downturn, bringing unemploy- 
ment, could dead to more claims from 
veterans for unemployment and educa- 
tion benefits. Then veterans’ costs, with- 
out any new programs, would rise. 

Foreign-aid costs, once countries 
abroad begin to get on their feet, should 
start tapering off. Spending here may be 
nearly $1,000,000,000 less in fiscal 1950 
than in fiscal 1949. But foreign aid still 
will be costing around $5,500,000,000 a 
year. Congress is not likely to back out 
on these commitments. 

Interest on the public debt, already 
costing taxpayers $5,300,000,000 a year, 
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Source: Budget Bureau through 1948: 1949 & 1950 unofficial estimates 


is rising slightly, and is likely to keep 
rising. Debt, more and more, is being 
shifted to longer-term higher-interest se- 
curities, mainly savings bonds and special 
issues owned by the Government’s trust 
funds for Social Security and other pro- 
grams. Also, interest on savings bonds al- 
ready outstanding builds up year after 
year. The Government will not be able 
to retire debt fast enough to offset the 
uptrend in interest costs. 

Here are four spending items, all 
directly related to World War II, that 
add up to more than three times the 
whole cost of Government before the 
war. Yet they hardly touch the normal 
operations of federal departments and 
agencies. Only one of the four, foreign 
aid, shows any promise of becoming less 
expensive in the year ahead. As a group, 
they are rising in cost. There is not much 
flexibility, not much room for cutting, in 
these expenses of Government. 

Farm aid is rising in cost, because 
the Government is supporting the falling 
prices of farm commodities. It appears 
now that outlays for farm aid this fiscal 





year will reach $2,000,000,000. That 


twice as much as Mr. Truman estima 


as recently as last August. A cuts 
year is unlikely. If farm prices fall f 
ther, costs will rise. 

Social Security, too, is rising in 
without any of the new programs lj 
Truman wants. With just a_ starter 
new programs, such as aid to educat 
health insurance and increased insural 
benefits to aged persons, total outl 
could rise above $2,000,000,000 in fs 
1950. Social Security already is cos 
nearly $1,700,000,000 a year. 

Public works are to be stepped 
more than $100,000,000 to at le 
$1,800,000,000 in 1950, That does s 
allow for public housing, which Mr. 1 
man wants and probably will get. \ 


does it allow for any major business 


back. In case of widespread unempl 
ment, the Government probably Ww 
push more highway projects, rive 4 
harbor improvements, reclamation ! 
flood-control and new public building 

Tax refunds, high this year becaus 
claims under the tax cut voted last 47 
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Rshould decline by around $800,000,000 
Rin fiscal 1950, 


General Government costs—the ex- 
pense of running the courts, Congress and 
most of the executive agencies—already 


sare up to $4,000,000,000, and are likely 


to rise in fiscal 1950. 

Where the money comes from 
tells the rest of the story of the burden of 
big Government. The Treasury today 
collects $7 for every $1 it collected before 
the war. Yet ends still probably will not 
meet. ; 

Individuals, in income taxes, are put- 


iting up about $17,800,000,000 toward 


tunning the Government this fiscal year. 

Corporations pay income taxes of 
nearly $12,000,000,000, and Congress is 
to consider tax increases here. 

Excises, the Federal Government’s se- 
ective sales taxes, are collected from the 
public to the tune of $8,400,000,000 a 
year. These taxes alone raise more money 
than all federal taxes combined before 

e war. 

Social Security taxes raise more than 
$800,000,000 of budget revenue. 
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Other revenue, now $2,600,000,000 
a year, is dropping because the Govern- 
ment is about through selling off its sur- 
plus war property. 

All told, the Government takes $1 out 
of every $5 earned in this country. And 
tax increases are in the wind. 

The meaning of these budget trends, 
in terms of the U.S. economy, is this: 

Higher taxes apparently are to be 
necessary if red ink is to be kept off the 
Government’s books this year and next. 

Tax plans, however, may be mod- 
erated if business slows. Best bet, if new 
taxes come, is a rise in the regular cor- 
porate rate, not an excess-profits tax or 
a fully graduated corporate rate. 

Deficit financing becomes a real pos- 
sibility. If there are signs of a business 
setback next spring, when tax-writing 
time comes, odds are against Congress’s 
raising taxes enough to make up the ex- 
pected deficit for fiscal 1950, 

A business setback, if it comes, is to 
be cushioned in fiscal 1950 by high Gov- 
ernment spending. This assumes that 
spending will not be offset by tax in- 
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creases that would cause Government 
cash income to exceed outgo. 

New orders for business are to flow 
out of high spending for defense, for for- 
eign aid, for other federal programs. 

Money supply is to continue large. If 
deflation sets in, Treasury operations will 
be geared to moderate any tendency of 
private-lenders to hold back on loans. 

Public debt is to contract a little this 
year, as the Treasury draws down its 
cash balance, then rise again in fiscal 
1950. Congress will hardly raise taxes 
enough to prevent that. 

More red ink, thus, becomes a defi- 
nite prospect. That is to affect the pocket- 
books of nearly everybody in this coun- 
try. Federal financing is to continue as 
the most powerful force in the whole 
economy. Peacetime Government, al- 
ready bigger than anything ever dreamed 
of before the war, is to grow still bigger. 
The taxpayer’s burden is to grow, not 
diminish. Tax increases are becoming a 
distinct possibility. New tax relief almost 
surely will have to wait until the calendar 
year 1950, maybe much longer. 
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BOOMS TURN TO BUYERS’ MARKET 


Slowdown Expected, but With Output Still Hig 


Boom, at crest in 1948, is to 
settle down a bit in 1949. 

Forecasters see an end to most 
shortages, new pressure for price 
cuts, fewer jobs, fewer big pay 
raises for labor. 

Spending by Government is to 
stay high, but chances are it will 
be offset by cut in private spend- 
ing. Outlook is that business in 
the new year will stay good, but 
not quite so good. 


Business probably will not be quite 
so good in 1949 as in 1948. The trend 
of business, over all, is to be moder- 
ately downward as the new year wears 
on, where it was sharply upward dur- 
ing the year that now is ending. 

That is the consensus among outlook 
appraisers for Government and for private 
business, It assumes that there will not 
be war. It assumes that crops will be 
normal, It also assumes that Government 
will hold its expenditures to about $45,- 
000,000,000 and will not embark upon 
an all-out program of war preparation. 

Business, even so, is expected to be 
good by almost any standards of the past. 
It will not equal the boom level of 1948. 
But it is to be better than 1947 or 1946 
and will far surpass any prewar vear. 

Buyers probably are to come back into 
their own in the new year, Scarcities, ex- 
cept for some makes of autos and prob- 
ably for steel, will be largely gone. Sellers 
will need to seek customers instead of 
acting as order takers. Workers gradual- 
ly will become easier to hire. Wage in- 
creases will come harder. Prices often will 
be under pressure as sellers seek to move 
goods. Profits will be harder to make and 
are not likely to be as large. 

Business conditions, in other words, 
are to get back more nearly to normal in 
1949, if the forecasters in Government 
and industry prove correct. As they see it, 
the great postwar scramble for goods, in 
which demand for many things exceeded 
supply, is passing, to be succeeded by a 
period in which adjustment must be made 
to the fact that supply of many things ex- 
ceeds demand at prevailing prices. 

Timetable of developing change, on 
the basis of dominant opinion, is likely to 
follow this schedule: 
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In 1948, the boom reached its peak, 
fed by rearmament spending, by billions 
released through tax reduction, by wage 
increases, by expansion of private credit, 
by new billions in foreign aid. As the year 
closed, business appeared to be passing 
the peak of the first postwar cycle. Food 
had become abundant and lower priced. 
Shortages of all kinds of clothing had 
ended. Refrigerators, washing machines, 
radios, furniture, among other things, 
were harder to sell at prices asked. New 
houses had become more difficult to 
sell, 

In first half of 1949, a gradual at- 
trition is expected by the appraisers. 
Fewer new houses are now being started. 
Many industries are completing their 
postwar expansion programs, or are plan- 
ning lower expenditures in 1949. Business 
spending is expected to turn down moder- 
ately. There are likely to be some cuts 
in inventory, now that most goods can 
be obtained on order. Government will 
be stepping up its outlays of cash, but 
the reduction in spending by business and 
a moderate cut in private outlays for 
new houses is expected to outweigh the 


rise in Government spending as ]qy 
Wears on. 

In second half of 1949, the slowiy 
in business activity is expected to becon 
more marked. If crops are large, as ne 
liminary signs suggest, the prices of fam 
commodities will be under pressure, yij 
Government scrambling to hold the prig 
line. More of the urgent demand for ino, 
things will be filled. Industry will hay, 
completed more of its expansion pp. 
gram. More of the demand for new hows 
will have been met. The outside wor 
may be in less need of U.S. goods anj 
better able to produce goods for sale i 
the U.S. With profits more difficult 
realize, U.S. industry will tend to 
more careful in use of labor, Jobs, 
a result, may become harder to find, 

In 1950, the real test of the extent of; 
first postwar correction is expected 1 
come. By that time the edge definite 
will be off demand for many things, fron 
new cars to new factories. All kinds ¢ 
goods, including steel and other metak 
will be expected to be larger in relation: 
to demand. There will be a real fam 
problem if production remains. The out 


CONSUMERS ARE SPENDING LESS 
In spite of a downturn—no alarm 
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— 
ide world will have less need for goods 
iom the United States. roe 

“ pecession, if one develops after false 
warts in 1947 and 1948, is expected by 
ficial appraisers to be moderate at its 
worst. The consensus is that it will be 
igs severe than the downturn in 1920-21 
and probably not so sharp as the setback 
»{ 1937-38. Reasons given for that view- 
goint are these: 

‘ Government spending is a much great- 
a factor in business than ever before in 
neacetime, and is to increase as a factor, 
jot decline. Armament spending can be 
gepped up almost at will, Farm prices 
will be supported, Wage rates will be 
ME ystained by strong unions. Money sup- 
ie ply is immense and will tend to remain 
large, as Government debt grows, in event 

Mofarecession. Savings are large. Social 
insurance Will have some cushioning 
effect. 

It is against this background that esti- 
mates of what might occur in 1949 are 
being made. The charts on pages 12 and 
13 show what has happened to trends 
that affect business, and what is ex- 
pected to happen over the year ahead. 

Total spending in the U.S., what is 
called the gross national product, or the 
um of goods and services produced, is 
expected to average $256,000,000,000 in 
the vear ahead. It was $100,500,000,000 
in 1940 and hit a rate of $262,000,000,- 
(00 in the fourth quarter of 1948. Spend- 
ing at the end of 1949 is expected to be 


lower than the average for the year and 
may hit bottom in 1950. At bottom, 
spending will be high by any standards 
other than 1948. 

Output of goods is likely to average 
a bit lower in the year ahead than for the 
year now ending. Output in the final 
three months of 1949 is expected to be 
lower than the average for the year as 
a whole. As appraisers now view the 
production outlook, the Federal Reserve 
Board index will show output of 187 per 
cent of 1935-39 for 1949, against current 
output of about 194 per cent. In 1940, 
output was 125 per cent of 1935-39. 

New construction is expected to aver- 
age almost as high next year as in 1948. 
The estimates are for $18,300,000,000 
worth of construction in 1949, against 
$18,400,000,000 rate in 1948 fourth 
quarter and $7,000,000,000 in 1940. An 
expected sag in private construction is 
likely to be offset by a rise in public- 
construction activity. 

Personal income—money going to 
people—probably will drop moderately on 
the average for the year. The estimate is 
for $215,000,000,000 of personal income 
in 1949, against a current rate of $219,- 
000,000,000. Incomes, however, are likely 
to be in a downtrend in the year ahead, 
but the drop will start from a high level. 

Farm cash income is to be off $2,- 
000,000,000 from 1948 because of lower 
commodity prices. Farmers’ cash income 
now is running at a rate of $30,900,000,- 
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SAVINGS ARE STILL LARGE 
In case of a setback—a cushion 
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000, down a bit from last summer. Next 
year, farm cash income is expected to be 
around $28,900,000,000. 

Wages and salaries are expected to 
average as much in 1949 as they do now, 
although the trend probably will be 
downward in the second half of the year, 
in contrast to 1948, when the trend was 
rising month by month, ; 

Hourly earnings of factory workers 
probably will average $1.41 for 1949, 
against an average of $1.38 now. The 
gradual rise in hourly wages is not be- 
lieved to have been completed, and a 
few more wage increases may still be 
ahead, 

Corporate profits, however, are be- 
lieved to be passing their peak, At pres- 
ent, corporations are earning money, be- 
fore taxes, at the rate of $35,600,000,000 
a year, Corporate earnings before taxes 
next year are expected to drop to about 
$32,800,000,000. 

Employment in civilian jobs is ex- 
pected to average close to present levels 
for the year ahead. The appraisal is that 
1949 employment will be 59,400,000, 
compared with an estimated 59,900,000 
at work now. By the end of 1949, how- 
ever, fewer than 59,000,000 persons are 
expected to be at work. 

Living costs now are in a mildly de- 
clining trend and that trend is expected 
to continue. Consumer prices are around 
172.4 per cent of the 1935-39 average 
and next year are expected to average 
about 168 per cent. Declines now are 
centering in food and soft goods, which 
are expected to bear the brunt of further 
drops in the general price level. 

Wholesale prices, now about 164.2 
per cent of the 1926 average, are ex- 
pected to fall to an average of 158 per 
cent in 1949. Price drops are expected to 
be largest in farm products, but other 
prices, too, are believed likely to be in 
a declining trend. Appraisers’ estimates 
are that prices, generally, will weaken as 
supply catches up with demand in more 
lines. That results from increasing com- 
petition for buyers’ dollars. 

Retail trade displayed weakening 
tendencies just before Christmas, but the 
weakness started when the dollar volume 
of trade was at the record-breaking 
height of $132,000,000,000 a year. Con- 
sumer buying in retail stores is expected 
to continue high over the next few 
months and then to turn down. 

The difference in trade between 1948 
and 1949 is likely to be that dollar sales 
will tend to fall off next year, in contrast 
to a rise through most of 1948. For 1949 
as a whole, retailers are expected to take 
in around $131,200,000,000, which will 
be almost three times the 1940 volume. 

Consumer tendency to spend less in 
the closing weeks of 1948 is not viewed 
by official or private analysts with much 
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The Business Outlook for 1949.).. 
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alarm. Retail-trade volume usually is a 
reflection of the level of personal income 
and of the amount of employment. Both 
income and employment are expected to 
remain relatively high through the first 
half of 1949, so trade is expected to be 
relatively active, too. 

The downturn now expected in busi- 
ness activity promises to have a varied 
effect on different groups of people in 
the United States. 

Consumers are expected to get their 
first price advantage over sellers since 
1946. Retail prices for most lines of goods 
are expected to be moderately lower late 
in the year. Food prices show every sign 


of continuing their decline, which will 
leave consumers with more money to 
spend on other goods, or to add to sav- 
ings. 

Businessmen will find the going a bit 
more difficult as conditions shift from a 
sellers’ to a buyers’ market. Profit mar- 
gins for corporations and independent 
business operators are likely to shrink 
a bit as price competition takes hold. 
Business failures can be expected to in- 
crease. Producers of heavy goods appear 
to have a brighter outlook than other 
producers. 

White-collar workers will gain from 
lower prices. There may be fewer com- 


tions. 
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plaints from schoolteachers, Governmer§. Farmé 
workers and others whose salary checks 2°™®S 
have lagged behind recent rises in living be fallin, 
costs. Lower prices will bring some ai.pPU'S 484 
justment in white-collar living cond "°° 
is expect 

Wage earners, those who keep thei 10 per c 
jobs, will be better off, too, as living Invest 
costs enter a downward adjustment. Wag” smalle 
rates are not likely to be lowered an fa 
some workers can expect increases, a: tier t : 
though pressure for another round ae to 
wage increases is likely to weaken « - an 
business activity tends to decline. Over — 
time pay, however, is likely to be con f _. 
siderably less. : 
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Farmers probably face declining net 
incomes in 1949. Farm prices appear to 
be falling faster than other prices, which 
puts a squeeze on farm incomes, Net farm 
income—income after expenses are paid— 
is expected by most appraisers to fall off 
10 per cent or more during the year. 

Investors probably can look forward 
to smaller dividends from common stocks. 
Corporations, with business tending to 
decline and profit margins to narrow, are 
likely to reduce dividend payments. This 
tendency will be accentuated if taxes on 
corporations are increased. 

The unemployed will take the brunt 
of the adjustment. In 1948 scarcely any- 


one was out of work who wanted work. 
In 1949, job opportunities are expected to 
decrease and layoffs to increase. This 
tendency probably won't be very ap- 
parent until the second half of 1949, but 
the number of unemployed will rise mod- 
erately if business activity slows down, 
as expected. 

The main point in the outlook, as ap- 
praisers see it, is that 1949 is to be a 
year of downward adjustment, in con- 
trast to the rising trend that persisted all 
through 1948, That adjustment is ex- 
pected to be barely noticeable through 
the first quarter of the year, but is ex- 
pected to gain force as the year proceeds. 


By year end there is expected to be con- 
siderably less private spending for invest- 
ment, a smaller volume of retail trade, a 
rather considerable drop in farm income 
and rising unemployment as business ac- 
tivity slows. 

For the year as a whole, 1949 prom- 
ises to be a good business year by almost 
all standards, but the declining trend 
may have an effect on business confi- 
dence, It is for 1950 that appraisers fore- 
see a real test. That year is expected to 
open with business activity down sub- 
stantially from boom peaks, and with 
most of the urgent demands filled—even 
demands for automobiles and housing. 
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‘COLD WAR’ BLOW BY BLOW 


It's a Standoff After Three Years of Battlin 


"Cold war,” between rounds, 
is a draw so far. Three years of 
tension finds Russia and the West 
about where they started. 

Peace of a sort is breaking out 
in Europe now. It is not perma- 
nent peace, but more of a grim 
stalemate. 

Blow-by-blow summary helps 
to show whether cold war is to 
die out as a draw or turn to real 
war to force a final decision. 


Time out is called for the moment in 
the “cold war” between Russia and the 
West. The battle of Berlin is stale- 
mated. The United Nations General 
Assembly is in recess. U. S. Secretary of 
State George C. Marshall is recovering 
from an operation. 


YALTA: ROOSEVELT AND STALIN 


At this stage, before the next round, 
the cold war is a draw, with each side in 
about the position it occupied at the de- 
feat of Germany and Japan. Russia still 
controls Eastern Europe to the Elbe 
River, but has withdrawn from Iran and 
appears to have lost some ground in Yugo- 
slavia. U. S. and the other Western pow- 
ers are on top in Western Europe and 
much of Asia, but are losing ground in 
China. 

This means that, after three years of 
maneuvering, the opposing sides are 
about where they were when they started. 
The big question is whether the fight 
will end as a draw, or whether a new 
round soon will open, as each side strives 
for a decision. On the basis of the battle 
to date, there is nothing to indicate that 
either side can win readily in a test of 
strength. 

A blow-by-blow account of the 
diplomatic battling since the war's end 
helps to give an understanding of the 
situation as it now exists and to give 





British Official 


some clue to what may be ahead, jf, 
battle is started again, as it is likely to}, 

Much of the sparring of the last ty 
years relates to decisions made at },j 
and at Potsdam in 1945. The decisions; 
Yalta and Potsdam were supposed ; 
provide a basis for organizing the py 
war world, with the Allies of wartiy 
acting in concert. But Russia and 4 
Western powers have differed at my 
points in their interpretations of hj 
the decisions meant. It is out of thy 
differences that the cold war has & 
veloped. 

At Yalta, the Big Three leacde, 
President Roosevelt, Prime Minis 
Churchill and Premier Stalin—agreed 
plans for the final stage of the yw 
against Germany, as well as plans for) 
first stage of the peace. Results of ¢ 
conference were announced on Feb, |! 
1945. 

The three men mapped out occupati 
zones for Germany. They decided thy 
Russia should have part of prewar Polay 
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‘DIZZY UPS... 


Wartime: A smoothly working team of nations laid plans for the postwar world 


14 


U. S. NEWS & WORLD REPOK 


,../ 


nd that 
jermany - 
ygother 01 
defeat 
juestions 
ade plat 
jgco to C 
Several 
Nalta we 
hese hac 
ations, 
ussia in 
yar agail 
fom Ger: 
Signs 
immediat 
was Over, 
was on hi 
A com! 
as to for 
tional Un 
Polish lec 
the new | 
one day 
reported 
Yalta Cot 
U.S. me 
word tha 
Meanv 
consolida 
Soviet S| 
ister And 
ion Febrt 


RUSSIA 





























DECEMB 


1.8 News & World Report 


end that Poland should have a slice of King Michael dismiss Prime Minister arose when Mr. Molotov demanded four 

‘many. They agreed to consult one Radescu and accept Peter Groza as Prime power supervision of the U.N. Confer 

jjother on action in the various liberated Minister instead. The King yielded. U.S. ence. In a compromise, the chairmanship 

, defeated countries. They settled vital did not protest Russia’s action, however. _ was rotated. 

estions as to the United Nations and : Early in April, Mr. Roosevelt and Mr. Another crisis ©ime on April 30, whon 
attlin nade plans for a conference at San Fran- Stalin exchanged a series of sharp mes- Argentina was admitted to the Confer- 
seo to complete the Charter. sages over Russian accusations that U.S., ence over Soviet opposition. Debate was 
Several secret agreements reached at in a meeting at Bern, Switzerland, was heated, and Mr. Molotov claimed that an 
yalta were not announced until later. arranging a separate peace with German agreement made by President Roosevelt 





ead, if i 

ikely a hese had to do with voting in the United —_ armies in Italy. The matter was smoothed at Yalta had been broken. 

> last thafNations, with Far Eastern concessions to out, and, on April 12, Mr. Roosevelt Tension between U.S. and Russia 
le at ViMMRussia in return for her entry into the wrote to Mr. Churchill: “I would mini- increased, as the deadlock over Poland 
lecision yar against Japan, and with reparations mize the general Soviet problem as much continued. On top of that, a dispute as 


pposed tom Germany. as possible because these problems, in to whether discussion in the Security 


the py Signs of trouble developed almost one form or another, seem to arise every Council could be vetoed threatened to 
f Wartigfimmediately after the Yalta Conference day and most of them straighten out as in wreck the San Francisco Conference. 
1 and (was over, and while President Roosevelt the case of the Bern meeting. We must A period of good will was ushered 
1 at moffwas on his way home. be firm, however, and our course thus far__in, however, with a trip by Harry Hop- 
; of wh Acommission set up by the three pow- _ is correct.” One hour later the President — kins to Moscow as the special emissary of 
t of thlfers to form a “Polish Government of Na- was dead. President Truman. Agreement was 
r has fftional Unity” could not agree as to which More trouble between U.S. and __ reached on Poland, and a new Provisional 
Polish leaders should be invited to form Russia came with President Truman’s Government was formed on June 23, with 
leadenthe new government. On March 2, 1945. first weeks in the White House. Foreign Stanislaw Mikolajezyk as Deputy Premier. 


Minissfone day after President Roosevelt had Minister V. M. Molotov, on his way to Mr. Stalin accepted the U.S. view that 
reported to Congress on results of the attend the San Francisco Conference, discussion in the Security Council could 


agreed 

the waYalta Conference, W. Averell Harriman, stopped in Washington on April 21 to not be vetoed. The U.N. Charter was 
ns for {eU.$. member of the commission, sent call on the new President. James F. completed and signed by U.S., Russia 
Its of tgword that it had become deadlocked. Byrnes, soon to become Secretary of and 48 other nations on June 26. 

Feb, )— Meanwhile, Russia was beginning to State, has said since in his book, “Speak- In July, President Truman went to 


consolidate Eastern Europe into the ing frankly,” that he learned “it was not Potsdam, Germany, for another Big 


ccupatig Soviet sphere. Deputy Foreign Min- a very harmonious meeting and ended Three meeting. Important decisions were 
ided thpister Andrei Vishinsky went to Rumania — rather abruptly.” reached as to the postwar treatment of 
ar Polyeon February 28 with the demand that At San Francisco, on April 26, friction Germany, with Mr. Stalin accepting word 
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... AND DOWNS’ POTSDAM: TRUMAN AND STALIN 


Peacetime: Agreement soon disintegrated as former allies traded punches in the “cold war’ 


pong CRCEMBER 31, 1948 15 
























16 


Sesh 


INTO THE STREETS—COMMUNIST RALLY IN BERLIN 
. in 1948, the slugging match continued 


INTO THE RECORD—MARSHALL PLAN APPROVAL 
... from the left came grumbles and rumbles 
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—__ 


for word much of the language jn y, 
directive already being followed by Us 
occupation forces. It was agreed that 4 
though Germany would be occupied } 
U.S., British, Russian and French trop, 
in separate zones, an Allied Copp 
Council would sit in Berlin and Cerny, 
would be treated as an economic wi 
Reparations for Russia and Poland ye, 
to be taken from the Soviet zone, In a 
dition, Russia was to share in reparation 
from the Western zones 

A few days later, Tussle invited Gx, 
eral of the Army Dwight D. Eisenhows 
Supreme Commander of Allied Forces; 
the West, to visit Moscow. There, stayj 
ing at the side of Premier Stalin on to 
of Lenin’s tomb, he reviewed a five-hoy 
victory parade of the Red Army. 

On August 8, carrying out a secre 
agreement made at Yalta, Russia & 
clared war on Japan. And on August |{ 
the day Japan surrendered, Russia a 
hered to other Yalta decisions in signing 
a treaty to friendship with Nationals 
China defining Russian concessions 
Manchuria. It was not until September! 
that Secretary Byrnes disclosed that, w. 
der the Yalta agreement, Russia was t 
get the Kurile Islands and the southen 
half of Sakhalin Island. 

New belligerency marked relatios 
between Russia and the West soon afte 
the surrender of Japan. On August 
British Foreign Secretary Ernest Bevis 


told the House of Commons that kif 


would oppose any attempts to substitute 
one form of “totalitarianism” for another 
in Europe. The next day, President Tn: 
man announced the halt of all Lent 
Lease to Russia and other Allied nations 

Russia, on her part, went ahead wit 
moves to consolidate her hold on Eas- 
ern Europe. On August 27, in line wit 
this policy, she signed an agreement with 
Hungary taking what amounted to joi 
control of Hungary’s economy, 

The first meeting of the Council ¢ 
Foreign Ministers, which convened i 
London September 11 to write peace 
treaties for the smaller enemy nations 
adjourned on October 3 without at) 
agreement, U.S. and Britain, on October 
13, protested the Russian-Hungaria 
economic pxct. Then, on October 21, 
was anno 1 that Russia’s Marshal 
Georgy Zhu: who had planned to vist 
the U.S., had written that he was tooil 
to make the trip. 

Harmony was restored late in De- 
cember, 1945, but for only a brief period 
Mr. Byrnes, attending a Big Three meet: 
ing of foreign ministers in Moscow, per 
suaded Russia to accept the U.S. plan 
for setting up a United Nations Atomic 
Energy Commission. Russia was given 3 
voice in the control of Japan. U.S. agreé? 
to conditions for recognizing the govet 
ments of Rumania and Bulgaria. 
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trading of punches was resumed 
early in 1946 in London, where the Gen- 
eral Assembly and Security Council of 
the United Nations were holding their 
frst meetings. Iran accused Russia of 
meddling in her internal affairs and asked 
the Council to investigate. Two days 
later, Russia accused Britain of interfer- 
ing in the affairs of Greece and Indonesia. 
4 Soviet proposal that displaced persons 
should be compelled to return to their 
home countries was defeated in the As- 
smbly, with Mrs. Eleanor Roosevelt 
leading the opposition. 

On this side of the Atlantic, several 
hard blows at Russia were landed in 
the next few weeks. The Canadian Gov- 
emment, on February 22, arrested 22 
persons, charging them with giving atom- 
ic-energy secrets and other information to 
Russia. Speeches construed as warnings 
to Russia were given by Senator Vanden- 
berg (Rep.), of Michigan, and by Sec- 
retary Byrnes. At Fulton, Mo., on 
March 6, with President Truman sitting 
on the platform, Mr. Churchill urged a 
“fraternal association” of U.S. and Brit- 
ain to stop the “expansive and proselyting 
tendencies of the Soviet Union.” In Rus- 
sia, Mr. Stalin called Mr. Churchill a 
“warmonger.” 

The Iran issue grew hotter, as Russian 
troops failed to get out on March 2, the 
date previously agreed upon. At a Se- 
curity Council meeting on March 27, 
Andrei Gromyko, the Soviet delegate, 
walked out in protest against U.S. tac- 
tics. On May 21, the Iranian Ambassador 
to the U. S. told the Security Council that 
all Russian troops had left his country 
by May 6, but the Council voted to 
keep the dispute on its agenda anyway 

Other rounds continued in 1946. 
Some of this battling was in the series of 
peace conferences, which dragged on 
through the rest of the year. Some was 
in the U. N, Security Council, where Rus- 
sian vetoes were frequent. 

The United States, on June 14, pre- 
sented a plan for control of atomic energy. 
Russia, on June 19, replied with a plan 
of her own. Each refused to accept the 
plan of the other. In Germany, U.S, and 
Britain accused Russia of not living up 
to the Potsdam Agreement and, on July 
1], announced that their two zones would 
be merged for economic administration. 

Military moves speeded up, with fric- 
tion spreading. In August, Yugoslav fliers 
shot down two American planes, causing 
the loss of five lives, Russia began sup- 
plying arms to her satellites. As tension 
increased in the Mediterranean area, 
U.S. sent seven warships to Greece. 

A temporary truce marked the year 
end, however. A resolution for general 
disarmament. proposed by Russia, was 
passed by the Assembly. At last the peace 
treaties were completed and signed. Just 
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before the Assembly adjourned, Foreign 
Minister Molotov invited the three West- 
ern powers to meet in Moscow in March 
to take up the German peace treaty, 
The lull in the battling continued into 


1947. 
of the Army Marshall. 
several weeks Mr. 
on a study of the world situation. 

The next blow aimed by 
proved to be a stiff one. 


George C. 


12, 1947. 
tegic spots on Russia’s southern flank. 
In Moscow, 


case in a series of blunt statements. 





On January 7, Mr. Byrnes was suc- 
ceeded as Secretary of State by General 
For 


Marshall concentrated 


U.S. 
This was the 
plan for aid to Greece and Turkey, an- 
nounced by President Truman on March 
It applied U. S. power at stra- 


where the conference on 
Germany had opened two days before, 
Secretary Marshall presented the U.S. 
For 


“If we see Germany is winning, we ought 
to help Russia, and if Russia is winning, 
we ought to help Germany, and that way 
let them kill as many as possible.” The 
statement, newspaper files disclosed, had 
been made by Mr, Truman, then a Sena- 
tor from Missouri, two days after Ger- 
many attacked Russia, 

In 1948, the slugging match continued. 
On January 22, the U. S. published docu- 
ments, found in Germany, showing the 
part that the German-Russian pact of 
1939 had played in leading up to World 
War II. Russia, on February 9, countered 
with another set of documents, seeking to 
put the blame on Britain and France. In 
Czechoslovakia, Communists staged a 
“coup” and took control, early in March. 
In Italy, a hard-fought election on April 
18 resulted in victory for the West. U.S., 


-U. S. Air Force 


THE BATTLE FOR BERLIN 
... the “‘air lift’’ will see the old year out, the new year in 


Russia, Mr. Molotov was equally blunt. 
He demanded $10,000,000,000 in cur- 
rent reparations from Germany and dis- 
closed another secret Yalta pact as back- 
ing for his stand. The conference ended 
April 24 in a stalemate. 

On June 5, in a speech at Harvard, the 
Secretary of State outlined what later be- 
came known as the Marshall Plan of eco- 
nomic aid to Western Europe. Russia was 
invited to take part, but, through Mr. 
Molotov, ncaadacad her refusal in Paris 
on July 2. Later, Communist parties of 
France and Italy resorted to strikes in 
attempts to defeat the plan. 

A series of attacks on the U.S. 
was made by Mr. Vishinsky in speeches 
before the Assembly at New York in the 
autumn. He accused the U.S. of inciting 
war. On November 11, he quoted “one 
of the most prominent American states- 
men” as having said on June 24, 1941: 


_. 


Canada and Western European nations 
projected a military alliance. 

More punches were traded in the strug- 
gle over Germany. In May, the Western 
powers, meeting in London, decided to 
set up a separate government in Western 
Germany, despite Russian objections. On 
June 18, they introduced a new currency 
in the three Western zones and in their 
sectors of Berlin. Russia, retaliating, i 
troduced new currency in her zone and 
imposed a land-and-water blockade of 
Berlin. The U.S.-British “air lift” fol- 
lowed. 

At the turn of the year, the block- 
ade of Berlin by Russia still is in effect. 
The “air lift” still is being operated by 
U.S. and Britain. Thus far, all attempts 
to settle the Berlin dispute have failed. 
But, for the moment, the cold war is in 
a lull, and fresh blows apparently are not 
yet planned. 
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LINE-UPS FORMING FOR ‘50 AND ‘52 


Splits Disturb Democrats and Republican, 


Politics, in the new year, is to 
find both parties a little out of 
joint, a little uncertain over what 
turn to take. 

Mr. Truman, among Demo- 
crats, is on top, but recent splits 
still need mending. New Repub- 
lican leadership is still forming. 

Prospect is that moderate lib- 
erals will get the upper hand in 
both parties, that 1952's candi- 
dates will emerge in 1949. 


The new Congress is getting set to 
meet. President Truman has yet to be 
inaugurated. Dust still is settling from 
the 1948 campaign. But the politicians 
already are shaping their plans for 
1950 and 1952. Both parties now are 
fixing their long-term strategy for the 
next elections. 

Out of the present maneuvers will come 
both the issues and the candidates, In 
quiet meetings, candidates are being 
groomed, The records of vote getters are 
being studied. And a Republican policy 
conference is in the making for the new 
year to shape policies and study prospects, 

On the Democratic side, President 
Truman will have much to do with fix- 


ing policies and picking candidates. The 
Democrats will stand or fall in 1950 by 
the legislative program that he is working 
out now. And a loss of Congress in 1950 
would be a blow to Democratic prospects 
in 1952, 

But, if Mr. Truman can hold Congress 
in line and drive his program through, 
his voice will be the deciding factor in 
the choice of the next Democratic nomi- 
nee for President. If Mr. Truman is beat- 
en back in Congress and his party breaks 
apart there, the Democrats will go into 
a wide-open convention fight in 1952. 

Democratic prospects will rise or fall 
with the success or failure of Mr. Tru- 
man’s program, 

On the Republican side, both a 
battle line and a leader have to be chosen. 
The party is demoralized from four suc- 
cessive defeats in presidential elections. 
Thomas E. Dewey, twice beaten, is 
taking himself out of the running for 
1952. He still is a factor in the operations 
of the Republican National Committee, 
but the immediate policy of the party will 
be fixed by Republicans in Congress. 

The congressional Republicans are di- 
vided into hotly disputing factions. One 
group argues that it was the conservative 
leadership of Republicans in Congress 
that sent the party down to its November 
defeat. The other group takes issue with 
this view. It wants to continue to fight 
the Democrats along somewhat the same 


SENATOR LODGE 


Plans are in the making for 1950 and 1952 


lines as the party has used for 16 yep 
in combating the New Deal. ie 

This argument will be fought oy; 
Congress. Even the Republican Polis 
Conference, now in the making for 4, 
new session, will-have little effect Ue 
how individual Republicans vote in Cy, 
gress. But the policy meeting will pems 
an airing of the views of Republicans gy, 
side Congress and will bring the Prosper 
tive Republican battlers of 1952 into 
limelight. 

A left-vs.-right struggle is wi: 
way in both parties. Liberals in the }, 
publican Party are clamoring for a | 


turn by its leaders. Conservatives in th 


Democratic Party are bracing themselys 


. to try to keep President Truman and hi 


lieutenants from going too far to the le 


This is the battle that is producing th 


future candidates for both parties. 
The Taft battle. Senator Robert 4 
Taft, of Ohio, is fighting to keep his py 
as chairman of the Senate Republic 
Policy Committee. He seems likely { 


win this fight. But Senate Republicans 
who are identified as liberals are deman. 


ing a greater voice in shaping policies, 


The whole political future of Senate 


Taft seems to be staked upon his battle 


of the next Congress. He comes up fir 


re-election in Ohio in 1950. In 1944, he 
squeaked through by capturing 50.3 pe 
cent of the State’s vote. As a part of his 
battle during the coming year, he intend 
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to push for action on public housing, slum 
Jearance and federal aid to education. 

Even if Mr. Taft comes back to the 
senate, there now seems little likelihood 
‘hat he will be in the running for the 
Republican presidential nomination in 
1952. He will be 63 then, one year 
younger than Mr. Truman is as he begins 
hig new term, but Senator Taft has been 
aying for the nomination since 1940. He 
is tired of that fight. 

Sassen campaign. Harold E. Stas- 
en, of Minnesota, who opposed Mr. Taft 
in 1948, stands in the middle ground in 


‘ihe liberal-conservative fight. As presi- 


dent of the University of Pennsylvania, 
he is free to speak out on Republican 
policy—but he is not in Congress, where 
he would have to put himself on record 
on every point. 

Even though he has been active in 
national politics since 1940, when he was 
foor manager for the late Wendell Willkie 
at the Republican Convention, Mr. Stas- 
gn will be only 45 in 1952, His Wiscon- 
in backers are organizing now for 1952. 

Inside Congress, some Republicans 
ue lining up to promote the candidacy 
of Senator Henry Cabot Lodge, Jr., of 
Massachusetts, for 1952. The Senator will 
be 50 then. He is personable and, like 
Mr. Stassen, has a record as a war vet- 


‘eran, He got 60 per cent of the vote in 


his State in 1946 when he ran against 
the veteran Democratic Senator, David 
|, Walsh, His present backing comes 
chiefly from middle-of-the-road Republi- 
cans, He was an active adviser for Gov- 
enor Dewey in the 1948 campaign. 
Governor Earl Warren, of California, 
Mr. Dewey’s running mate in 1948, still 
is a possibility for the Republicans in 
1952. He is regarded as a liberal and will 


GOVERNOR DEWEY 


not be caught in the left-right Republican 
tug in Congress. But he faces a test of 
his own in California in 1950 when he 
comes up for re-election. At his last elec- 
tion in 1946, Governor Warren captured 
the nomination of both parties. But Dem- 
ocrats in California now are busily sound- 
ing out prospective candidates to oppose 
Mr. Warren in 1950. 

The Democratic breach, more ap- 
parent than that of the Republicans, may 
imperil President Truman’s program in 
Congress. Southerners are balking at his 
civil-rights proposals. But out of the 
party break may come a compromise 
Democratic presidential candidate in 
1952—such as Fred M. Vinson, Chief 
Justice of the United States, or General 
of the Army Dwight D. Eisenhower. 
Either might be acceptable to both wings 
of the party. Both men stand somewhat 
in the middle of the road, politically. 

General Eisenhower, now president 
of Columbia University, has not yet said 
whether he is a Democrat or a Republi- 
can. But he is as much of an unknown 
factor for 1952 as he was for 1948. The 
General might have taken the 1948 nomi- 
nation away from Mr. Truman if he had 
gone along with the movements under- 
taken in his behalf by recalcitrant Demo- 
crats. He squelched all of those. But 
even before the 1948 Convention at Phila- 
delphia, the talk of Eisenhower for 1952 
started. 

As president of Columbia, General 
Eisenhower is free to make_ political 
speeches, which he could not do when 
Chief of Staff of the Army. And, as a 
resident of New York, he might have the 
backing of the big New York delegation 
at the next Convention—always an im- 
portant factor. 


SENATOR TAFT 


Chief Justice Vinson, one of Mr. 
Truman’s closest advisers, might easily be 
the President’s choice for the succession. 
Mr. Vinson has a hand in shaping much 
of the presidential strategy. In 1952, like 
General Eisenhower, Mr. Vinson will be 
62, two years younger than Mr. Truman 
is now. 

The Chief Justice comes from the Bor- 
der State of Kentucky and has many 
Southern friends. He would not arouse 
the Southern opposition that would be 
stirred by many others in the Truman Ad- 
ministration. Yet, like the new Vice 
President, Alben Barkley, another Ken- 
tuckian, Mr. Vinson supported most of 
the New Deal. 

Illinois boosters, however, are sound- 
ing out Mr. Truman on the prospects for 
Adlai Stevenson, their new Governor- 
elect, who captured the biggest plurality 
in the history of Illinois in the last elec- 
tion. Mr. Stevenson was elected by a 
margin of 572,000, carried every ward in 
Chicago, swept many traditionally Re- 
publican counties downstate. 

Mr, Stevenson is no radical leftist, But 
he is a hardy campaigner and vote getter. 
A hold on the big Illinois electoral vote 
is not to be given up lightly. He might 
be acceptable as a compromise. 

Compromises will be made by both 
parties in the days ahead. Each party 
has many wounds to heal. Both face in- 
ternal problems as they go into the legis- 
lative battles of 1949 and head toward 
the congressional campaign of 1950. But 
these are the struggles that will produce 
the men and the issues for 1952. 

If President Truman can _ hold _ his 
party, he can pick the Democratic nomi- 
nee; but the Republicans must fight out 
the nomination battles in open warfare. 


-Harris & Ewing, Acme Photos 


Republicans have yet to choose a battle line and a leader 
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WHAT’S WRONG WITH EUROPE 


Reported from LONDON, PARIS, FRANKFURT, VIENNA, 


Start of 1949 finds millions in 
Europe still poverty stricken. Re- 
covery looks good on paper, but 
it misses most people. 

Goods remain short. Money, 
as buying power, is not worth 
much. Prices keep soaring, keep 
outstripping wages and salaries. 

Problem is whether U. S. aid, 
now taking hold, can end the in- 
flation, get Europe settled on a 
stable foundation. 


In Europe, after nine full months 
of the Marshall Plan, production is 
looking up but the people still are 
looking down. They have the feeling 
that a boom, now going on, is benefit- 
ing somebody else, not them. 

Discontent is spreading on both sides 
of the Iron Curtain. This is the conclu- 
sion of a U.S. News & World Report 
correspondent who, in recent weeks, has 
visited five European countries—England, 
France, Germany, Austria, Yugoslavia— 
and the international city of Trieste. 

Millions of people, entering their tenth 
year of deprivation, are getting fed up 
with hard times. For them, the war has 
been over a long time, but the conditions 
under which they live seem just as un- 
comfortable now as they did before the 
shooting stopped. But this winter, for 
the first time, they are showing signs 
of energy enough to do_ something 
about it. 

At a time when inflation seems to be 
settling down a bit in the U.S., it is still 
moving ahead, almost out of control, in 
some of the countries of Europe. In 
France, family incomes are disappearing. 
The same thing is true in Italy. In Ger- 
many, two currencies have been wiped 
out since Hitler’s time and a third issue 
of money is losing its value now. 

Question bothering the U.S. admin- 
istrators of the Marshall Plan at the 
threshold of a new year is whether 
American aid will be able to bring per- 
manent stability or whether it will freeze 
Europe into its old patterns with the same 
old problems. 

In Western Europe, the rich appear to 
be getting richer, but the poor do well 
to hold their own. In France and Italy, 
Germany and Austria, luxury living by a 


few is becoming more lavish and con- 
spicuous while the big majority of 
the people still struggle in abject pov- 
erty. Only in England is the situation 
different, 

In Frankfurt, there is little evidence 
of the fact that Germany has had its best 
harvest since the end of the war. Meat 
rations of less than a pound a month are 
rarely available at the corner butcher 
shops. But anyone who can afford to 
spend 100 marks—two weeks’ pay for a 
skilled worker—can go into any one of a 
score of restaurants and feed a month’s 
ration of meat to his whole family with- 
out giving up a single ration coupon. 

In Paris, workers, pensioners, all those 
on fixed incomes pay stiff taxes every 
time they buy a 60-cent package of ciga- 
rettes. But not one of France’s many gov- 
ernments since the end of the war has 
been able to collect any substantial part 
of the taxes assessed against the wealthy. 
Tax evasion is almost routine. 

In Trieste, where contrasts are even 
less extreme than they are in Rome, 
Italian beggars and workers who look like 
beggars pause in front of shop windows 
that rival those of New York’s Fifth 
Avenue in the luxury of their displays. 
But only a few people have the money 
to go inside and buy. 

In Vienna, fine English worsteds are 
tailor made into suits for the men and 
women who have the money. But an 
office worker still has to scrimp and some- 
times go into debt to get the price of a 
utility garment. 

Everyone with whom a visitor talks in 
Europe understands that there are not 
enough goods to go around. Most people 
realize that shortages are a result of the 
war. But during the war, and in the first 
postwar years, the hardships were dis- 
tributed fairly evenly. Now people feel 
that no longer is the case and they cannot 
see much hope of improvement. Unrest 
is growing across much of Europe. 

In Eastern Europe, and in Britain, 
there are shortages, too. Grumbling over 
the lack of goods and the high cost of 
living dominates most conversations. But, 
of the five countries visited by this cor- 
respondent, only in England and in 
Yugoslavia do the rich and poor alike 
look shabby. 

At a big home in Windsor Great Park, 
near London, the correspondent saw a 
cousin of the Queen entertain at tea, 
dressed as drably as the waitress in a 
small Southampton inn who had served 

















BELGRADE and TRIESTE 


him tea the day before. In Belgrag , 
wealthy family of four had taken ¢g, 
roomers into a nine-room home to comp) 
with housing regulations. 

Black-market restaurants, common j 
many parts of Europe, are rare in [y, 
don. And in all of Belgrade there are gy 
two restaurants, catering mainly to Vis 
tors from other countries, where food ; 
sold without ration cards. Supplies » 
closely limited and supervised. 

Complaints coming from the peop 
are forcing Marshal Tito to ease wp: 
bit on Yugoslav exports so that the: 
will be more at home for the workes 
Travelers recently returned from oth: 
Eastern European countries predict th; 
eventually much the same thing will} 
forced on other Communist governmeni 
But the problem of morale is less « 
plosive in the East and tight Cm 
munist control rules out strikes thy 
interrupt production in the countries ¢ 
the West. 

Basic problems in most places i 
Europe, East and West, are the sam 
Factories need not merely an occasion 
new machine, but large-scale replace 
ments for equipment that has wor a 
or been destroyed. Consumer demant 
dammed up for years by the war, i 
larger now than ever before. Familis 
need not only one suit of clothes, bi 
whole new wardrobes. They need nf 
one new piece of furniture, but completly 
furnishings for homes that were bombe 
out during the war. 

Almost everywhere in Europe factor 
are producing more than they did befor 
the war. Farm production has come 
from the low point reached immediate) 
after the war. But a large share of every 
thing that is grown and produced mu 
go into reconstruction, reinvestment att 
exports. The result is that, despite it 
pressive production figures, there is mut 
less in the way of goods available thu 
Europe can use. 

Troubles are beginning to emerge 0! 
of the manner by which different cou 
tries try to handle these problems 
providing goods for both the people a 
for recovery. 

In Britain and in Yugoslavia, rationitt 
and price control provide everyone 'f 
share of the essentials. High taxes a 
used to prevent purchasing power fron ; 
swelling to the point where it fore 
prices sky high. People in both country 
seem to take long-range views of reco" 
ery. Little productive power goes into 
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lid befor 

come W IN THE FACTORIES: BUSY HANDS 
mediatel 

of ever: 

iced mut making of luxury goods for the home 

ment att market or for private enrichment. The 

spite in popular attitude is that present-day aus- 

eis mung ‘rity is part of an investment for the 

able that future. 

But, in France, Italy, Austria and 
nerge 0t Western Germany, plans for the future 
ent coum 7¢ beginning to take second place to 
blems 0! enjoyment of the present. Trouble is that 
eople att the enjoyment is not spread equally over 

the population. Controls are being aban- 
rationing doned either through lack of enforce- 
eryone ment or outright repeal. Illegal exports 
taxes ate 7 putting hoards of dollars into private 
wer from hands. Production, and even some im- 
it force ports, are shifting from essential to non- 
countries essential goods. 
of recon Prices of industrial goods, as a result, 
sintotkye =e Tsing sharply. Anvone with enough 
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money to buy'a stock of goods can turn 
a big profit simply by holding his pur- 
chases for a few months, then reselling 
at a higher price. Some businessmen do 
not even bother to manufacture anymore. 
They just deal in inventories or raw and 
semifinished materials. 

Farmers in several countries have suc- 
ceeded in getting increases in the legal 
prices for their produce. But the goods 
they want to buy are more and more 
expensive. So they still tend to feed their 
grain to cattle and sell their meat and 
produce crops on the black market. 

To people in the cities of Europe this 
means there is not enough food sold 
through legal channels to meet the full 
rations allowed by law. City dwellers, in 
the start of the fourth postwar year, still 








-—Acme, Keystone 


IN THE WINDOWS: COSTLY GOODS 
... only in England and Yugoslavia do the rich and poor look alike 


must turn to the black markets and pay 
exorbitant prices for much of the food 
and other things they need. With wage 
increases lagging far behind price in- 
creases, millions of people are unable to 
buy as much now as they could a year 
ago, even though more goods are offered 
for sale. 

The increased output of farms and 
factories is going into the hands of people 
who can afford to buy it, while the aver- 
age family remains poorly fed, clothed 
and housed. 

This situation is becoming more notice- 
able as controls come off. But controls 
are being lifted anyway on the ground 
that they cannot be enforced. Govern- 
ments are contending that ineffective con- 
trols are worse than none at all and have 
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been stifling production and _ initiative. 
There is another factor that Europe’s 
politicians seldom mention, however. It 
is that controls appear to have failed in 
many cases because governments, for 
political reasons, have been unwilling to 
crack down on influential businessmen 
and farmers, eager to turn quick profits 
on a sellers’ market after many lean years. 
These have been the chief evaders. 

American officials, operating the Mar- 
shall Plan, originally tended to support 
the removal of wartime controls in Eu- 
rope. But now they are becoming worried 
about the fast pace of decontrol in 
countries suffering from shortages that 
are far worse than those that brought 
wartime controls to the U. S. 

In Paris, American officials are telling 
the French Government that U. S. funds 
are not going to be made available to 
balance the French budget so long as 
wholesale tax evasion continues to under- 
cut all efforts to stabilize the country. 
The French are being told, too, that 
they will have to trim back their plans 
for big industrial expansion if they can- 
not raise their own funds to finance such 
projects, 

In Western Germany the removal of 
controls has been carried out so rapidly 
by German officials that the U.S. and 
Britain have been forced to call a halt. 
Further lifting of controls from supplies 
of essential foodstuffs has now been for- 
bidden. German authorities have been 


instructed to come up with a firm wage- 
price policy. But, despite pressures from 
occupation officials, German officeholders 
are trying to cut income taxes on upper 
and middle income groups. This effort, 
which would amount to removing an 
inflation control, is being made in the 


face of directives from Britain and the 
U. S. ordering higher taxes. 

The Marshall Plan, in 1949, enters 
its most crucial period in Europe largely 
as a result of the way people are feeling 
now. Recovery programs, well along in 
most ‘countries, are coming into their 
most difficult phase. Production must be 
pushed far above prewar levels if Euro- 
pean countries are to become self-sup- 
porting. Exports have to go higher, too, 
in order to get trade moving. Both of 
these goals are endangered, however, by 
the tendency to switch man power, plants 
and raw materials into nonessential fields 
for quick profits. 

Also, retailers and wholesalers are 
tending to hold back their goods in the 
hope of getting higher prices later on. 
Grain collections in Germany this year 
are only 87 per cent of what they were 
last year, even though the crop was a 
third larger. 

The discontent among European work- 
ers because of the unequal distribution of 
goods is playing into the hands of Com- 
munists, who are doing everything they 
can to hobble the Marshall Plan. Where 
the Communists are strong in the unions, 
as they are in France and Italy, they have 
been quick to turn popular dissatisfac- 
tions to their own purpose—using strikes 
to disrupt production and strengthen their 
own position with the workers. The alac- 
rity with which German workers left their 
jobs for a one-day general strike in 
November shows the dangers that lie 
ahead. 

The conditions of poverty made worse 
by inflation not only are causing. unrest 
among the people of Europe. They are 
giving real concern to the Americans who 
are charged with the job of getting West- 


CONTINENTAL LOUNGE 
',.. the contrast in people's attitudes shows up in recovery program figures 
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ern Europe back on a sound footing, 
one United States official in Vienna «, 
pressed it: 

“Capitalism in Europe today jg ig 
just as it was for a long time before 4 
war. The Marshall Plan is just injectj 
a little adrenalin that may keep it goin: 
for a few more years. To make it health, 
again might take two or three Marsh) 
Plans, each with double the money | 
are putting into the first—and even the. 
it is a question in my mind whether {} 
patient would live.” 

What becomes apparent during, 
trip around Europe is that U.S. aid j 
not providing the average family wi 
the better life it had counted on. Millio; 
of people can see no improvement } 
their plight at the approach of anothe. 
year. They are growing restless over th 
fact that a lot of money is coming int 
Europe, but they are not getting ay 
of it. 

In England, a law-abiding spirit make 
the enforcement of recovery program; 
easier than on the continent of Europ 
In Yugoslavia, a strong Communist oy 
ganization that reaches down into th 
villages has been required to make cor. 
trols stick. But governments in most 
Western Europe rule people who aie les 
law abiding than the British. And usual] 
they are unwilling to enforce controls a 
rigidly as the Yugoslav Communists 

The question Americén observers ar 
beginning to ask is whether the structur 
of Europe may not be weak basically. 4 
degree of stability is appearing, but iti 
the result largely of U.S. spending 1 
Europe. The big point that probably wi 
be decided in 1949 is whether Europ 
will stand alone or collapse once the 
U.S. props are withdrawn. 
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toney y, Italy shows how the Marshall 
bre the fF Plan is getting along, how peo- 
ether { . 

~ "Eile feel about the promises and 
during , I facts of U.S. aid. 

. adi ff Ggins are being made, but 
Huy wit 

Milli, § workers, farmers do not see them. 
a_i inf Indifference toward U. S. help is 
= rning into resentment. 

ning in § Problem is to keep war fears, 
ting «ay Fgnger from flaring into big 
rit make § stikes. Production upsets now 
programs § can disrupt whole program. 

Europ 

pee ‘, A study of popular reaction to the 
ake coy. Marshall Plan’s first year in Europe is 
most o § provided by what is happening in 
) ave les § Italy. A correspondent for U.S. News 
1 usually f¢ World Report, after talking with 
nitrols a & |talian people in all walks of life, 


ists finds this: 


VETS a The average Italian knows next to 
structure & nothing about the European Recovery 
ically. 3 Program. And he isn’t much interested. 
but It’ F He knows the Marshall Plan has been 
nding  F operating in Italy since summer. But 
ably wi prices have been going up~ steadily. 
Europe F Food is no more plentiful than it was. 
nce the Jobs are still hard to find. The attitude, 


in this circumstance, is: “What good is 
the ERP to us?” 

Communists are working hard to in- 
crease these doubts and turn them into 
resentment toward U.S. aid. The Com- 
munist line in Italy is to blame America 
for all the troubles of the Italian people. 

Real trouble for the Marshall Plan 
in Italy goes back to last spring’s elec- 
‘tio campaign against the Communists. 
Most Italians got the idea from cam- 
paign talks that good times would start 
a soon as the European Recovery Pro- 
gram got going. That did not happen. 
Hardly anybody is aware that ERP sup- 
plies alone are keeping many industries 
operating, that Italy’s trains run on Mar- 
} shall Plan coal, that the Marshall Plan is 
| providing a big share of the bread the 
people eat and keeping a large number 
in jobs, 

Many workers in the cities actually 
feel cheated, They have expected fatter 
| pay checks, cheaper clothing and better 
housing, These things are not in sight. 
| Farmers, too, see no immediate benefits 
| fom the Marshall Plan. Many of them 
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TO ITALIANS FROM AMERICANS 


WHERE U.S. IS LOSING FRIENDS 
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... is the food as effective as the rumors? 


thought U.S. aid would automatically 
put new machinery and equipment on 
their farms. Now Italian-made farm ma- 
chinery is available, but the farmers lack 
the cash to buy such things. 

Conflicts among the people who do 
understand the Marshall Plan in Italy 
are beginning to show up. Some indus- 
trialists whose plants are being kept in 
operation by U.S. aid think Americans 
should come into the country, take com- 
plete charge of almost everything to get 
Italy on a_ solid basis. Government 
officials, on the other hand, think the 
Americans are too particular and too 
bossy as itis. | 

Fear that the Marshall Plan will lead 
Italy into another war is being expressed 
by a lot of people, among them members 
of the better-educated, professional 
classes. Italy is war-weary and such talk, 
once it has started, is hard to stop. There 
is genuine concern that Italy is being 
committed to stand with the Western 
powers against Russia in case shooting 
starts, 

Behind the fears now appearing is 
the calculated and deliberate campaign 
of the Italian Communists to disrupt the 
Marshall Plan before it gets well under 
way. The Communists are taking full 
advantage of the indifference and uncer- 
tainties being expressed by ordinary 
Italians. 

Statements giving the aims of the 


European Recovery Program are being 
distorted and misquoted. False data and 
figures about Marshall Plan accomplish- 
ments are being spread by whispering 
campaigns. The new war scare is one 
example of propaganda. Once started on 
their way, these rumors are kept in cir- 
culation by people who oppose the Com- 
munists politically. 

A favorite of the Communist line now 
is the story that Italy is being flooded by 
American manufactured goods, coming in 
duty free to enrich American business- 
men and bankrupt Italian industries. Ac- 
tually, less than 1 per cent of all Marshall 
Plan aid is in finished goods. But small 
businessmen, having a hard time making 
a profit anyway, are ready to believe 
almost anything. 

U.S. officials, alarmed by the apathy 
and ignorance of the Italian public, are 
trying to offset mistaken idea of U.S. 
aid with exhibits, motion pictures and 
other displays to show all the people the 
exact purposes and accomplishments of 
the program. 

Real problem ahead, however, is 
to keep the Italian people’s impatience 
from turning into active resentment be- 
fore the Marshall Plan gets a chance to 
take hold. Communist-led strikes and 
disturbances in major industries during 
the next few months could undo much 
of the progress Italy has made toward 
recovery. 
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Struggle for Wealth of the Indies: 


Dutch Gamble for a Quick Victory 


Reported from BATAVIA and WASHINGTON 


War in the rich East Indies is back 
again to upset the best-laid plans of the 
postwar period. The war now under way 
was started by the Netherlands to try to 
regain control of its prewar empire. 

At stake, for the Dutch, are the riches 
of the Indies. Here are rubber, quinine, 
sugar, tin, oil and spices, often going 
undeveloped in an era when goods are 
short and selling at a premium. Here, 
too, is a population of 76,000,000 only 
partly occupied in working the resources 
of islands of great wealth. 

The Dutch, fretting at their inability 
to regain access to the riches they need, 
have struck with the hope of quick vic- 
tory. Their attack on the Republican 
Government of part of the islands, how- 
ever, is touching off a lot of trouble. 

The U.S. is cutting Marshall Plan aid 
to the Dutch-controlled part of the is- 
lands, aid which has come to $61,000,- 
000 so far. The United Nations, flouted 
in its effort to mediate, is going to de- 
mand a Dutch withdrawal from Repub- 
lican territory. Russia again is getting 
colonial peoples in Southeast Asia to 
listen to Communist arguments. 

The story of what is happening and 
the background leading up to the war is 
not a simple one. It started in 1942 when 
the Japanese took over Indonesia, where 
Holland had ruled for 300 years. 

Natives came out of the war in 1945 
with their own leaders. When the Dutch 
arrived to take the islands back they 
found themselves up against a group of 
native parties in Java and Sumatra that 


demanded full independence. For a year 
the Dutch fought the natives. Late in 
1946 a truce provided for Dutch recogni- 
tion of the Indonesian Republic. This 
Republic was to be united, by Jan. 1, 
1949, into a United States of Indonesia, 
a federation that would have equal status 
with the Netherlands in an organization 
similar to the British Commonwealth. 

Communists made trouble in Indo- 
nesia for a while. In July, 1947, the 
Netherlands began what it called “police 
measures” against bands that it said were 
led by Communists. When the United 
Nations finally intervened, the Dutch 
withdrew from some, but not all, of the 
territory originally set aside for the Re- 
public. Another truce gave the Indo- 
nesian leaders a chance to get their 
divided country (see map) under con- 
trol. Three months ago the Republican 
armies crushed a Communist revolt, 
taking 45,000 prisoners. 

Economic troubles, meanwhile, were 
worrving the Dutch. Before World War 
II the Netherlands was getting about one 
fifth of its income from its empire in the 
Indies. To date it has lost close to 
$2,000,000,000 because of the political 
turmoil. Dutch patience wore thin when 
bands of armed Indonesians from Re- 
publican areas infiltrated into Dutch- 
controlled portions of Java and Sumatra. 

A blockade of the ports of the Re- 
public of Indonesia, enforced by the 
Netherlands Navy, did not improve the 
chances for peace. Ships to and from 
Republican ports were required to call at 
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Dutch-controlled ports, where they wer 
searched for arms and the Dutch conf 
cated exports that they said had be 
stolen by Indonesians from Dutch plu: 
tation owners in Republican territory, 

The break that brought war can 
when the Dutch gave the leaders of th: 
Indonesian Republic an _ ultimatum | 
decide within 36 hours whether or ni 
they would join the Indonesian feder: 
tion, giving the Netherlands control ove 
the Republican armed forces for an it 
terim period of a year or more. Befor 
the Indonesian Government made is 
reply, Dutch troops parachuted into tl: 
Republican capital and drove into he 
publican territory by land and by su 

U.S. role in the Indonesian story wa 
passive at first. Dutch marines wer 
trained in the U. S. during World Warll 
but most of them now are civilians i 
the Netherlands, not soldiers in Ind 
nesia. U.S. arms sent to the Dutch du 
ing the World War are still in use in Ind 
nesia. Communists are making capital 
the fact that Dutch troops wear Amer 
can-type helmets, But the U.S, has g 
en the Netherlands no military help i 
Indonesia since 1945. Since the Duta 
attack, moreover, the U.S, Governmell 
has taken the lead against the Nethe: 
lands in the United Nations. 

A military upset for the Dutch i 
Indonesia is not likely at this stage. The 
Indonesian Army of 350,000, its Gover 
ment leaders held prisoner by the Dutch 
is no match for the 130,000 troops f 
the Netherlands Army. But the Dut 
effort to get control of their prewar ét 
pire is up against pressure from tt 
U.S. through the United Nations. 1 
the meantime, Indonesian guerrilla w# 
fare and sabotage are likely to keep 
islands in such turmoil that the Nethe 
lands will not be able to exploit tf 
wealth of the Indies as it planned. 
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SAN JOSE....CARACAS....LONDON....TOKYO.... 





U.S., with its hands quite full in Europe and Asia, with chores to tend to 
at home as well, now finds it has to pay some attention to the goings on in its 
own backyard, in Latin America. Revolutions, invasions can't be ignored. 

Revolutions, coming thick and fast, are forcing U.S. to take a fresh look 





at its policy of recognizing new governments automatically, uncritically. 
Invasion--if that's what it is in Costa Rico--is a poor advertisement for 

inter-American treaty designed to prevent invasion. What makes it worse is that 

this treaty is the model for the U.S.-European alliance, now in preparation. 


Question arises as to what really is going on in Central and South America. 
When 9 out of 20 governments are confronted with revolutions or revolutionary 
plots, and three are overturned, all within six months, something is stirring. 

Communists are sometimes thought to be back of all the uproar. Actually, 
however, there is little evidence of this. Communists aren't that strong, yet. 

President Peron, strong man of Argentina, is another target for Suspicion, 
especially among his neighbors. But proof implicating Peron is lacking. 

U.S. oil firms are Sometimes blamed. But that is just a rumor, too. 

None of these rumors and suspicions, as a matter of fact, impresses U.S. 








officials. They lean to other, less romantic explanations. 


As it seems to U.S. officials in Latin America, country by country: 
Costa Rica: A former President, defeated in last winter's election, tries to 





regain power with the help of armed supporters, apparently from Nicaragua. 
Venezuela: Young Army officers, out of favor, oust a President known as a 
progressive but politically inept. The Army group promises elections later. 
El Salvador: A President who maneuvers to stay in office longer than the 
law allows is ejected by Army officers who then turn power over to civilians. 
Chile: A military clique, sure it can run Chile better than a President ham- 





strung by multiparty system, plots revolution but is discovered, jailed. 
Peru: Army officers, in a successful revolution, force out a President they 
consider honest but incapable of unifying country or fending off left-wingers. 


Then, in these additional Latin-American countries..... 

Panama: The "outs," convinced they were cheated in an election, try--and 
fail--to get back into power by a revolutionary coup. 

Paraguay: An unsuccessful attempt by the "outs" to win power with Army help. 

Honduras: A presidential candidate, convinced that the elections are "fixed" 
against him, withdraws, attempts to gain power by revolution, but fails. 

Ecuador: Socialists, demanding reform, try a coup, but Army won't go along. 


(over) 
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That adds up to a lot of revolutions for one brief period in one part of 
the world. But there are these points to keep in mind: 
Current revolutions are not a new trend. They are simply a resumption of a 
prewar trend, a trend halted during the war by U.S. aid and pressure. 
Instability, while chronic in some Latin-American nations, is not chronic 
in all. In some, trend is toward more stability, more representative government, 








>> Where revolutions occur, you usually find these basic explanations: 

Poverty, discontent are widespread. Inflation now aggravates the situation. 

Illiteracy, in most of Latin America, is a drag on democratic government. 

Strong-arm governments tend to prevail, to invite overthrow by force, where 
voters are uneducated, where political experience is not very widespread. 

Graft, rather common in Latin America, is a factor in some revolutions, 
thrives in dictatorships, explains how some leaders hang on to power. 

Army is also a factor, partly because revolutionaries need force, partly 
because the army is often the best organized institution in the country. 

Against this background, this set of facts, U.S. has a job on its hands to 
discourage revolutions in Latin America. It's a question whether U.S. policy 
of quick recognition of revolutionary governments matters much, one way or an- 
other. Whether U.S., in consultation with Latin-American governments, can come 
up with new ways to stabilize area remains to be seen. Cure is likely to be long. 











>> U.S. cure for what ails Germany and Japan appears to involve long treat- 
ment, too. Any notion that either of these ex-enemies could be discharged as 
cured after a short overhaul is now seen to be a rather expensive illusion. 

Troubles, complications keep piling up for U.S. in these two areas. 

U.S. bill--more than $2,000,000,000 a year--shows few signs of declining. 

Now, inflation in both Japan and Western Germany is once more acute. 

In Japan, though industrial production and exports are both half again as 
large as last year, that still leaves them one third below 1930-34 levels. 
Meanwhile, prices and note issue are both running 60 per cent above last year. 

In Western Germany, industrial output has climbed to 75 per cent of 1936, 
exports to double last year's. But industrial prices are also double those of 
prewar, farmers are hoarding food again, and wages lag far behind the price 


level. An average worker has to pay two weeks' wages for a pair of shoes. 
7 








\ 
>> For these troubles in the two areas, U.S. is trying Opposing cures. 
Strict control, planned austerity, is now the remedy for Japan. Controls 





over wages, prices, fiscal policies are to be imposed. Halfway controls, en- 

forced halfheartedly by Japan's conservative Government, have failed to work. 

General MacArthur is cracking down. Enforcement, though, will be a problem. 
Free enterprise is the U.S. prescription for Western Germany. Policy of 





General Clay is to remove economic controls as fast as possible, turn economy 
over to the Germans to run. Now that policy is developing headaches, too. 
Truth is, both areas have a long way to go to become self-supporting. 


>> New setup for Ruhr, approved by Western powers, doesn't touch immediate 
economic problem of Western Germany, is primarily a political compromise. 

For the time being, it meets fears of the French, deals them in. 

Main issue, ownership of Ruhr coal, steel, chemicals, remains in the air. 
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"FINGERTIP CONTROL”... OVER FIRE AND CRIME 


Federal Two-Way FM Mobile Radio Makes Every Telephone 
a “Call-Box” for Police and Fire Protection 


Great strides are being made in protection of life and 
property through municipal radio networks. 

Outstanding is the great seaport of Baltimore — 
where clear, constant, static-free radio now covers 
the city with an “umbrella” of protection . . 
brella provided by a complete FM Mobile Radio sys- 
tem manufactured by Federal Telephone and Radio 
Corporation, an associate of the I T & T. 

Just dial “O” from any telephone in Baltimore—for 
split-second help in an emergency. Federal transmit- 


an um- 


ters stand ready for instant contact with 215 Federal 
mobile transmitter-receiver units installed in every 
type of Police Department vehicle and harbor patrol 
craft as well as Fire Department equipment includ- 
ing 10 ambulances and 5 fireboats. A million citizens 
benefit by the most vigilant and effective police and 
fire protection that science can provide. 

Federal Mobile Radio Systems are also adding 
speed and operating efficiency to private enterprises 
such as taxi companies, bus companies and utilities. 


INTERNATIONAL TELEPHONE AND TELEGRAPH CORPORATION 
“>? Broad Street, New York 4, N.Y. 
U.S. Manufacturing Subsidiary—Federal Telephone and Radio Corporation 


1T & T COMMUNICATIONS 








1T & T DEVELOPMENT AND MANUFACTURING 





IT & T is the largest American system of 
international communications. It includes 
telephone networks in many countries, 
47,000 miles of submarine cable, 6,600 miles 
of land-line connections, over 60 interna- 
tional radio-telegraph circuits and more than 
50 international radiotelephone circuits. 





WORLD UNDERSTANDING 






























Associates of I T & T maintain electronic 
laboratories in the United States, England 
and France, and operate 31 manufacturing 
plants in 22 countries which are contribut- 
ing immeasurably to the rehabilitation and 
expansion of communication facilities in a 
war-torn world. 


WORLD COMMUNICATIONS 
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December 31, 1948 


“In proportion as the structure of a govern- 
ment gives force to public opinion, it is essen- 
tial that public opinion should be enlightened.’ 

GEORGE WASHINGTON 





WHAT BUSINESS AND GOVERNMENT 


NEED TO KNOW ABOUT EACH OTHER 
AN INTERVIEW WITH EDWIN G. NOURSE 


Chairman, Council of Economic Advisers to the President 





EDITOR’S NOTE: Edwin G. Nourse was invited 
by the editors of U.S. News & World Report to 
come to our conference rooms to discuss the re- 
lationship of Government to the economic prob- 
lems of the country. 

Mr. Nourse ‘has a long background of econom- 
ics. Before becoming Chairman of the Council, he 
was vice president of the Brookings Institution, a 





private research organization. For many years 
prior to that, he was a professor of economics in 
colleges and universities. Besides Mr. Nourse, the 
other members of the Council of Economic Advis- 
ers are Leon H. Keyserling and John D. Clark. 

The interview with Mr. Nourse is one of a series 
with leaders of business, labor, agriculture, nation- 
al and international affairs. 





Q Do you believe, Mr. Nourse, that 1949 will see 
any violent change in our economic situation? 

A I can take a set of possibilities for 1949 and add 
them up to a very favorable outcome. I can see other 
possibilities in that picture which would add up to a 
rather gloomy outcome. I don’t know which is going 
to happen, and, of course, the three unknowns which 
are going to determine how 1949 works out are: the 
military expenditures or the budget figure as a whole, 
the agricultural situation, and wages. If you go on to 
another good crop year, you will have a pronounced 
cost-of-living reduction, and that would tend to ease 
your whole situation—and, in the light of that possi- 
bility, you have the question of what is going to hap- 
pen in the wage field. Now it isn’t going to be a deter- 
mining factor entirely, because there are many per- 
sonal reactions and group pressures to consider. But 
if you have a pronounced increase of wages in 1949, 
it will be the third very important factor. 


Raise That Could Cause Recession 


Q Couldn't that be a deflationary factor by causing 
industry to become more efficient and lay off large 
numbers of men? 

A Well, if you start laying off large numbers of men, 
doesn’t that become contagious and don’t you get a 
decline in your market situation? 

Q Might not a wage increase actually be defla- 
tionary? 

A A further wage increase without the ability to 
pass it on in price without curtailing demand would 


tend to be recessionary. If you have demands whit! 
are regarded as impossible of fulfillment by manag 
ment, and management feels that it must resist, yo 
could have a considerable number of work stoppage 

Q I just notice that now the papers are filled wit 
small layoffs. Apparently the companies are— 

A Well, there is a good deal of a seasonal factor i 
that, but it’s not entirely seasonal. 

Q No, it looks more than that. 

A But I would prefer to use the word “recessionary 
rather than “deflationary,” because deflation cou 
mean a downward adjustment without this demord: 
izing effect, and that is the essence of MacGowan 
speech [Charles J. MacGowan, president of the Boile- 


makers Union, addressing the recent AFL convention § 


that as a laboring man he said we just want to 
awfully careful that we don’t overplay our hand in thi 
situation. 


Strong Fundamental Factors 





Q Aren't all these factors which you mention # 
“unknowns” related to another unknown, which i 
To what extent does this increased population requit 
increased production, and have we any real idea 0! 
what demand is in America in the next two or tit 


years—aren’t we underproduced in many fields, sti 


A I think I would put it this way—that there att’ 


number of thoroughly strong fundamental factos§ 
under the total situation and that the growth fact 


in population is one of them. I believe that industt 
can watch that with a sense of confidence. 
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“Il wholly disapprove of what you say but will 
defend to the death your right to say it.’’ 


VOLTAIRE 





Rise in ‘economic sophistication’ is a shield against depression—More con- 


trols would hamper necessary adjustments—Shorter week might not 


produce enough goods—Dilemma of planning vs. antitrust laws 


Q And worldwide demand, which is still an un- 
known, and the extent to which worldwide demand 
has got to be filled—the rest of the world certainly 
hasn't had a chance to buy from us all that it needs? 

A But that comes back to the question of how much 
recovery they make so that they can buy on an 
exchange basis. 


Help From Foreign Trade 


Q Do you look for any increased demand from the 
rest of the world for our products in the next few 


years? 


A That comes back to the question of what sort of 
trade arrangements we set and where our price levels 
will be. But I am inclined to think that from now on, 
if we can maintain conditions of peace in the non- 
Soviet world and build up active trade relations, I 
think it is a very substantial recovery factor because 
they are, in terms of capacity, on a very depressed 
basis. 

Q Of course, if we have more and more peace with 
Russia I suppose we will have less armament. Peace 
may be deflationary? 

A If it came fast, it would be. It would be very hard 
to make the adjustments rapidly enough. 

Q Some people think the Russians’ whole purpose 


| is to keep us in this state of artificial anxiety. If there 
| Were an opportunity to reduce Government spending 


for defense very quickly, is it possible to say now what 
the Council’s attitude would be toward the possibility 
of reducing taxes at that time? 

A Well, the attitude of various Council members 
would probably be different, and what is good policy 


| always has to be considered in view of the total situa- 
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| 4ppearance of backlogs in many industries. 


tion as it develops. My personal view is that it would 
bea mistake from the business standpoint if the whole 


of the reduction in spending for defense were taken 


as tax reduction. I think there are civilian mainte- 
nance expenses that need to be expanded. If there was 
a reduction in spending for defense, we could afford 
then to do those things, and some of them cannot be 
done until we get a reduction in military spending. 

Q We have been reading lately a lot about the dis- 
I am 





wondering whether, from your knowledége of the points 
of view of different people, you have gotten any im- 
pression as to whether the disappearance of backlogs 
is a healthy sign, or whether it is a sign of a business 
recession? 

A No, I don’t think it is necessarily a sign of busi- 
ness recession. The ones that we have had I wouldn’t 
say were unhealthy, but they were to a large extent 
temporary backlogs. Naturally, coming out of the war 
with deferred replacements in so many areas, there 
would be a larger backlog until deferred maintenance 
and depleted inventories were corrected. 

Q In other words when you get down to normal 
production and delivery dates, and normal order of 
placing, we are on a sounder basis, without the back- 
logs, than we may have been with them? 

A Yes. A buyers’ market is the normal market—it’s 
a competitive market. 


Balancing Goods Against Leisure 


Q Do you feel that we are in volume of production, 
based on per capita needs, far above what we might 
consider the normal growth, and, after the pent-up 
demand is filled, we may go into a deep depression? 
And what can the Government do, if that is the case, 
quickly enough to thwart it? 

A We touched on that in our discussion of maxi- 
mum production in the Council’s report last year, and 
said then (which was misinterpreted and challenged 
by some people) that the working community is 
rather settling down to the idea of a 50-week year, on 
a five-day, eight-hour basis. It may vary some, but 
that 2,000 hours of work appears to be, as near as you 
can judge it, about the amount the working public 
wants to put in before they prefer leisure to more 
goods, and it gives them the leisure to enjoy and con- 
sume the goods they produce in those 2,000 hours. 

Now your question amounts to suggesting that, 
when we get through the shakedown process, we would 
be finding that we would produce more goods than we 
preferred before leisure. This would mean, I think, 
that the adjustment then could take either one of two 
directions; a deep recession at that point—or it could 


(Continued on page 30) 























take the form of an orderly adjustment, namely, a 
readjustment of the work week to 35 hours or some- 
thing of that sort. Now at the Brookings Institution 
one time we had a pamphlet on the 30-hour week and 
we said that our analysis of the productivity of our 
work force and establishment doesn’t lead us to believe 
that 30 hours of work will produce as much as the 
worker will expect and want to get from his working 
time. I am very much concerned that the labor groups 
talk about a further reduction in hours before they 
find out whether less than 40 hours’ work will produce 
the things which they expect to enjoy. I think that is 
one of the very great questions that we are going to 
have to face. 

Q If we do run into a situation like that, what 
happens to our whole monetary picture—I mean 
budgetary, etc.? 

A If you get a violent or disorderly adjustment in 
the nature of a recession, it is obvious that it would 
probably give us a budget deficit. 

Q But if you work less, how are you going to carry 
that $250,000,000,000 debt? 

A That would raise the question of whether you cam 
devise some way to get the same gross national 
product. 


Knowing How to Avert Violent Drop 


Q Aren’t we likely, in the period before such a 
violent readjustment, to be better informed, all of us, 
both the Government and industry, and therefore 
better able to suggest courses of action than perhaps 
we were in 1929? Aren't facilities of economic intro- 
spection greater, isn’t our knowledge greater, aren’t 
our channels of communication better, aren’t we able, 
perhaps, to get flexible governmental policies adopted 
to ward off the serious effects in the future due to such 
things? 

A I think so. I am old enough to have watched 
several periods of business depression. In fact, my first 
adolescent thinking came in the depression of ’93 and 
I was at the college stage in the depression of 1907, 
and in active operation as an economist at the postwar 
dip in 1920, and the big depression of 1929. As I 
compare the situations, it seems to me there has been 
an enormous rise in the level of economic sophistica- 
tion among business managers, labor executives, and 
even the rank and file to a certain extent—and cer- 
tainly among the farmers. You could see that in the 
watching of inventories and the adjustment of inven- 
tory during the last couple of years so that we have 
had an enormous amount of “rolling adjustment” as 
some recession hit particular areas. I am pleased to 
have you mention the Council’s reports in this con- 
nection. They have been looked at as a single, co- 
ordinated picture of the business scene. I would like 
to read you a couple of lines that a national business 
leader wrote to us: 

“We need an organization of this type to bring to- 
gether the important statistics on the function of our 





economy and make these available in an objectiy, 
manner. It has been my conviction that not only yj 
this be a great service to Government, for the formy,,. 
tion of its policies, but it will be invaluable to busine, 
management and everyone else in private life Whose 
activities have a direct bearing upon the pubjj 
welfare... 

“We know that the President and Congress have t, 
consider more than cold, economic facts in the dete. 
mination of policy. This is both necessary and desir. 
able in a system of political freedom. It still remaip; 
true that each of us needs to be able to look at th 
bare facts themselves, without any motivating polit. 
cal consideration .. .” 

And that writer does use the reports. He says y; 
now have one consolidated, authentic, statistical pic. 
ture—a common basis of fact to start from. When he 
discusses economic problems, he starts from the fg. 
tual picture provided in the President’s Report. Ang 
as you know, we get these statistics up to date every 
month in the ‘“‘Economic Indicators.”’ We don’t gather 
any of these statistics—they are from the fact-gather. 
ing agencies of the Government. But we get them out 
before they go into Government publications, so tha 
they are the freshest figures, and we select those that 
are most pertinent. 

Q In that connection, what we are interested in js 
this: We look upon Government as having two major 
functions in relation to business. One is a fact-findiné 
function, and the other is regulator, direct and indi- 
rect, of the economy. We wondered whether you could 
tell us what can be done by Government, and what can 
be done by business, in order to fulfill these two func. 
tions. How do you see it, from the standpoint of the 
Council of Economic Advisers? Let’s take first this 
question of fact finding? 

A I should set that as one of the very key functions 
of the Council—one of the important additions to our 
Government equipment which was contemplated in 
the Employment Act of ’46. Now you and every busi- 
nessman knows that we have, over the years, and with 
their blessing and urging, set up a very large number 
of fact-gathering agencies in the Government. The De- 
partment of Agriculture, for instance, is very aggres- 
sive and very useful. The Bureau of Labor Statistics— 
everybody knows of its record, and the Department 0 
Commerce and all the rest of them. A very basic pur- 
pose of the Employment Act was to get, primarily for 
the benefit of the President, and also for the Congress, 
a more streamlined or more sharply focused pictur 
of the whole economy. And that comes out, of coursé, 
in the Economic Report to the Congress, in which the 
Council of Economic Advisers processes the material 

for the President’s use. 


Interpreting the Figures 
Q How many economists would you estimate wet? 


in the Government, in the different departments? 
A I cannot estimate that. It’s hard to know just how 


—— 
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far you would go down. The Council of Economic Ad- 
yisers stands, in the Executive Office of the President, 
parallel to the Bureau of the Budget. 

Q Do the British have anything of this sort? 

A The British have a small office which is of the 
same general character. I am not sure how much—I 
haven’t had a chance to visit over there since I came 
into this position—I am not sure how much they do of 
qa fact-gathering or collating nature in the statistical 
field. 

Q There has been a good deal of criticism about in- 
terpretation of figures from time to time—someone has 
said you can make figures prove anything—that goes 
also to the question of political purpose, etc. How does 
the Council of Economic Advisers come to grips with 
that phase of the problem? 

A The President has always said to us: “You bring 
me the economics of the questions.’”’ We have tried 
very hard to get a thorough look at the statistical work 
of all these several agencies, to set what is specialized, 
and may tend to be a bit ex parte, into the whole pic- 
ture. We sometimes ask the men—the very high 
quality men in these departments—whether they 
have fully taken that broad perspective into ac- 
count. So there is a constant interchange there—a 
challenge—as to whether the sets of data from the 
several agencies add up to a comprehensive and con- 
sistent picture. 

I think on that point there is one improvement 
which in the process of time could be derived from the 
work of the Council. There is a tendency of these men 
who study the thing from the standpoint of Labor, 
or the standpoint of Agriculture, or Commerce, etc., to 
try to give a total picture, because they feel that they 
cannot make a fair evaluation of their own segment of 
industry except as a part of the whole economy. And 
] think that it is unfortunate if you have several of 
these interpretations coming from separate depart- 
ments. If we could have an opportunity to consider 
their projections before they place their final inter- 
pretation on them, I think we could get away from 
these differences in interpretation. The newspapers 
sometimes play up such conflicting views and conflict- 
ing policies of different departments within the execu- 
tive branch of the Government. That is unfortunate, 
because it is confusing to the public and may prove 
embarrassing for the agency. 


Learning From Industry and Labor 


Q Do you have access and do you welcome contact 
with the various economic agencies and units of pri- 
vate industry? 

A Oh, absolutely. That, in fact, is written right into 
the text of our law—that we shall avail ourselves of 
the fact-gathering resources of all agencies of the 
Government, and of nongovernment agencies. 

Q Are you in contact with the units of private in- 
dustry? And do you meet with them? 

A We have had from the beginning a regular con- 





—Black Star 


EDWIN G. NOURSE 


sultant group which meets with us—the Chamber of 
Commerce, the National Association of Manufac- 
turers, the CED [Committee for Economic Develop- 
ment], the National Industrial Conference Board and 
two “small business” organizations. 

Q And, of course, the CIO and AFL? 

A Oh, yes. We have three labor groups that meet 
with us—the Railway Labor Executives Association in 
addition to the CIO and AFL. Our regular roundup 
sessions with these business and labor groups review a 
report which has just been issued or preview one which 
is about to come out (we’ve just finished the last of a 
round of consultant meetings). In these conferences 
we try to get their broad interpretation of things which 
are in the air, which are not quite reduced to statistics. 
But, besides that, we go to these outside organizations 
on particular occasions. For instance, when we were 
considering steel price and steel capacity, we went to 
the staff of the Steelworkers of America, who had been 
doing work on that problem and making public state- 
ments. We had special consultation with them on that 
point. 

Q That’s the union group, you mean? 

A Yes. But we also went to the Iron and Steel Insti- 
tute and four of the major companies. We also find the 
work of the National Industrial Conference Board of 


(Continued on page 32) 
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special value on particular subjects and we have spe- 
cial meetings with them. 


Government as Regulator 


Q The big question, of course, is, when you start 
interpreting all this material and you come to conclu- 
sions as to what it means, the next question is, ‘What 
shall we do about it?” and that comes to the question 
of what the Government does as a regulator, or what 
the Government can do as a regulator, and what pri- 
vate industry can do in the way of self-regulation. 
There is an area there on which I think there is a great 
deal of public misunderstanding as to just the extent 
to which your Council can initiate or instigate either 
self-regulation or governmental regulation. Can you 
explain 1t? 

A That has been a dual line that we have followed 
in making our analysis of the situation in the country 
and of the weak spots, or dangers, that should be 
guarded against for the future of a stabilized economy. 
Our first function, of course, is to recommend to the 
President those things which we think would make 
sound economic policy, an integrated economic policy, 
for the good of the whole nation in the coming year. 
In that, since we are not “big government” people in 
our outlook, we have many times directed our recom- 
mendations to private business, including labor and 
agricultural organizations, and told them what we be- 
lieved they should do. In fact, some of those people 
have come back and criticized us and pooh-poohed 
what they called the “jawbone attack,” where we have 
urged that they should take a broad view and a re- 
sponsible attitude—in pricing, investment and in all 
sorts of problems of economy. 


Businessmen’s Broader Look 


Q Don’t you come often to the question that the 
efficacy of your recommendations is related to the 
need for concerted action by an industry, for example, 
and it is an impossibility under the antitrust law for 
any concerted action to be taken, even though it has 
a public benefit. You might recommend a broad view, 
but what can they do about prices without running 
afoul of the antitrust law? 

A That is a true dilemma in our economic situation 
in this country. What I personally have set out on this 
is the upshot of that sort of analytical—and, if you 
please, educational or hortatory—work, was designed 
to stimulate the broader understanding and a better 
spontaneous action among business people. This was 
not aimed at formally concerted action but at promot- 
ing a new “mores” of business. If business executives 
will take this broader look (and I think you’ve seen 
much of it in this recent period) they have not simply 
exploited their strength in every situation. They have 
manifested a considerable sense of responsibility for 
the health of the economy. 

Q In steel prices and automobile prices? 


A Why, certainly. They have been pricing bel, 
the level to which they could have gone. There are 
very delicate questions as to what is the wisest poliey 
in such a situation. But they have not been going gy 
and charging all the traffic would bear. They have 
been trying to consider the context of the whole bys, 
ness situation and the context of the President's R,. 
port and the Joint Committee’s comments and shap. 
a business policy that will work in the longer run. 

Q Of course, it is almost impossible for that kin; 
of result to be obtained without consultation amon 
competing units, isn’t it? J 

A No, I don’t think so. I think it grows out of th 
sort of leadership that is exercised individually—in th 
addresses that businessmen -who are recognized x 
leaders make—the talks at business conventions, Ty 
theme of the recent NAM Conference of American Jp. 
dustry was “Teamwork,” and Secretary [of Com. 
merce] Sawyer there was talking in terms of th 
mutually helpful relationship between Governmen 
agencies and business. 

The AFL, for another instance, when they met with 
us the other day, said that they felt that, if we ha 
been present at their recent convention, we would have 
felt that a note of moderation was being sounded re. 
peatedly. Of course they referred to the impressive 
speech by MacGowan, which was a striking note and 
attracted a great deal of attention. 

Q Was he against a fourth round of wages? 

A Well, yes. He said, in effect, “We better move with 
very great caution in this fourth round of wages—not 
put wages up but make it possible for prices in general 
to come down.” 

Q But the policy of the antitrust law is one of hos- 
tility toward any concerted effort even to reduc 
prices—we are wondering how all the hortatory work 
could be effective upon an individual producer, 
especially a large producer, without his taking the very 
position for which he ts liable to be attacked. 

A I know we have a real difficulty there. It has 
come up even with the voluntary allocations. There 
you have a legislative authorization for work which is 
done in the Department of Commerce, but the ques: 
tion is raised as to just where you skirt that line o 
concerted action. I don’t see, however, why it would be 
impossible to have—certainly the Attorney General 
has not proceeded against a speaker who discusses 4 
particular policy of economic adjustment. I don't 
think they say that is evidence of having got together 
for an understanding—just because a business leader 
says what he believes would be a wise policy for all to 
follow—in the public interest. 

Q Yes, but the capacity to reduce price, even with- 
out having reduced it, is vulnerable. So that if 
big industry—take the Steel Corporation—attended 
a public meeting and announced what it believed 
prices should be and steel-business men either cot- 
curred or differed and subsequent to the meeting 
they all reduced their prices, you would have # § 
antitrust suit? 
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A Well, of course, if you followed that out literally, 
you would say that if a competitive situation develops 
_as it will, eventually, maybe next year—when auto- 
mobile prices across the board begin to go down—I 
jon’t think the Attorney General would proceed 
against the automobile companies for collusion. 
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ion Q In the case of the automobile companies, if they 
N amons should reduce their prices and leave one of the new- 
*B comers in their field high and dry by reason of their 
ut of the IE power, suddenly reducing a price—there is a direct 
y—in the conflict, as I see it, between what you are trying to do 
nized a i and what the Department of Justice is trying to do? 
ions. The @ A Well, I think I have to say that there is a con- 
rican In. § fict between the sort of policy we are talking about 
of Com. § and some implication of antitrust suits and the trend 
S of the § of Supreme Court decisions in this field. But, from the 
vernmen: § standpoint of an economist, it seems to me that you are 
‘Bot going to have a satisfactory setting for public 
met with § policy in this country unless you move away from the 
we had ig doctrine that mere existence of capacity to make a 
uld haye § combination is illegal. The fact that is important is 
nded re. | whether there is evidence of actual collusion—then I 
ipressive | think we have to face the question of whether that can 
rote and § be reasonably interpreted as in the public interest or 
against the public interest. 
) Q There are two tundamentals there—you are on 
ove with the planning side of the economic problems and the 
ses—not p antitrust laws are on the side of complete competition. 
genera] B They would paralyze the economy and force competi- 
tion to an extreme? 
of hos- A Yes. And that is something which we have not 
reduce @ yet resolved in the light of technological and organiza- 
ry work & tional developments that have actually taken place. 
roducer, Q The country theoretically wants to go to the com- 
he very | petitive line, but actually it is being forced to go more 
"ff into the planning line? 
It has A It goes back to my previous thought about what 
_ There | is competition. 
which is @ And you can have competition among industries, 
e ques. [fF 00? 
line of A You do have. 
ould be 
yenetel A New Concept of Competition? 
USSES 2 
| don't Q Maybe we have to get a new conception of what 
gether fF 18 competition? 
leader A It seems to me the present situation of interpret- 
rallto & ing mere capacity as basis for antitrust action is some- 
thing which has to be reexamined. It does not face the 
1 with —& ‘ealities of modern business. 
t if a Q In the case of the aluminum industry the courts 
tended § have said that a substantial volume is in itself evi- 
sfieved {| dence of monopoly, irrespective of whether there is 
r con any collusion with anybody else. So we come back to 





this question of how far businessmen can go in a vol- 
untary economy to participate in these very valuable 
pieces of advice that are given by the Government. Do 
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you find businessmen raising those issues with you? 

A Oh, yes. They are extremely conscious of the 
situation. They frequently say: “Our lawyers won’t 
let us participate even in a discussion of the economics 
of the issue.”” They do not want to be listed even as at- 
tending an economic seminar on these questions. 

Q Even with Government officials? 

A Yes. Perhaps the lawyers are unduly cautious, 
and yet I think, with this type of situation, and the 
statements of the Attorney General, the lawyers want 
to be sure to keep their firms on the safe side. 

Q What do you see—assuming we can some day get 
a Clarification of this dilemma—what do you see as the 
potentiality of a policy of self-regulation? We have 
followed with interest the pamphlets from the Brook- 
ings Institution—Dr. [Harold G.] Moulton’s pam- 
phlet on the various systems throughout the world. 
What do you see as the system that we might well 
adopt? 

A It seems to me it should be an extension of the 
system that has evolved in the United States, because 
we have accepted, in recognition of practical condi- 
tions, considerable regulation. We believe it protects 
the sort of standards the more enlightened persons in 
industry would like to follow. They are not able to 
police their own ranks in many cases against the less 
desirable elements. Frequently, say, if there is an un- 
desirable 10 per cent, they find it impossible to deal 
with them on voluntary terms and assume their own 
internal controls. 

Q That recalls—that sounds like NRA [National 
Recovery Administration]. 

A I don’t think we want to revive the extent of code 
authority that existed under NRA. And in order to 
avoid that sort of situation we want to have the regu- 
lations that protect standards in the Government 
agencies, as we have them through a large number of 
pure food acts and standards acts of many sorts. That 
means standardized grades and standardized trade 
practices. 


Danger in Adding Controls 


Q What would you say was the outlook for self- 
regulation or regulation in the coming year or two in- 
sofar as allocations and prices are concerned? Are we 
tending toward more or less controls of production and 
pricing? 

A Personally, I hope very definitely that we are not 
tending toward more controls, because I think that is 
incompatible with the flexible and quick adjustments 
that business has to make. It has to mak an enormous 
number of those adjustments in the period just ahead 
and I think that had better be left to the intimate 
knowledge and the technical experience of the people 
who have to conduct those businesses. I am not sure, 
however, that, in view of the acute pressures at the 
present time, we could relax those limited controls 
which we still have. 

(Continued on page 34) 
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Q What is your thought about the tendency toward 
generalization? I notice it in various governmental ad- 
dresses and pronouncements. There is always a tend- 
ency to say, “Business should do this,” “Labor should 
do this,” etc., when everybody knows business cannot 
discipline itself, least of all can labor discipline itself. 
And yet we get these generalizations of a hortatory na- 
ture, and I am wondering whether you look upon the 
work of the Council of Economic Advisers.as purely 
stimulating and provocative rather than necessarily 
in any way regulatory? 

A It would be within our duties, if we thought 
that there was some place where we thought regula- 
tion was either excessive and crippling, or some place 
where we felt its absence rendered it unnecessarily dif- 
ficult for businessmen with a broad outlook to carry 
out sound policies because of a lack of anything which 
protected them—we would really have a responsibility 
for making recommendations. We have no operating 
powers—purely advisory. 


Why ‘Patterns’ Are Dangerous 


Q For example, right now there is a good deal of 
talk in the papers about a fourth round of wage in- 
creases. Everybody who is familiar with the subject 
knows by that is meant certain increases in key in- 
dustries. There are far more businesses in the United 
States that haven’t had a second or a third round of 
wage increases. And yet when they talk of a fourth 
round they talk as if all business could be dealt 
with as a single unit and that the fourth round 
means that everybody is going to get a fourth 
round of increases. It’s that type of generalization 
which we question. We wonder what can be done by 
the Council of Economic Advisers to make people in 
this country realize they haven't got a homogenous 
unit known as business to which you can apply any 
such generalizations? 

A We have very definitely been against “across the 
board” adjustments and pattern settlements. Those 
who are concerned with the labor aspect of the prob- 
lem should consider what are the interests of the 
laboring group as a whole, as participants in and 
beneficiaries of this whole economic system. That 
should mean holding back on the part of those parts 
of the labor group that have already been in a strong 
position to get the maximum adjustment for them- 
selves—and that they should be more concerned to see 
whether there are disadvantaged areas within the 
labor group that need upward adjustment. It is the 
same thing in the case of businessmen. There isn’t any 
use arguing that you should have a slash of profits in 
all areas—but it is important that businessmen con- 
sider adjustment at those points where they have still 
a very wide margin of profit—narrowing those margins 
to the extent of introducing economies and making it 
possible to narrow those margins. I think that perhaps 
when anyone talks in terms of generalities, as you say, 
in addressing labor, management or agriculture, it is 


very easy not to keep those distinctions in ming 

Q And analogous to that policy is the question 9; 
tax policy in relation to a balanced economy. For ey. 
ample, we all know there was a great deal of wast, 
during the war when taxes were so high that the bug. 
nessman was just as inclined to spend as not to spenj 
because he couldn’t get much profit anyway. Now, ij 
the taxation policy returns to that point, isn’t tha 
going to affect our economy and make it more infls. 
tionary? 

A I think it will be extremely difficult to bring a) 
those considerations in and give each its proper Weight 
The question of the incidence of taxation and th 
motivation or the incentives of the businessman is on¢ 
of the most difficult and controversial matters we hay 
to settle, so giving the answer as to just what wil 
produce one result or another is a very difficult one on 
which to agree fully. As you say, we have to be ex. 
tremely careful that we don’t interfere with the func. 
tioning of private business, by the way in which the 
tax burden is imposed. At the same time we have ty 
face the reality of what amount of Government reye. 
nue is necessary to meet the expenditures which 
Congress decides upon. 

Q The tendency, though, is to think of the corpora- 
tions as the source of revenue now rather than the 
individual? 

A I don’t know that it is. Certainly I would be very 
sorry if it could be shown that the Council took any 
such view. 

Q Well, I mean Congress talks only about increases 
affecting corporations. 

A I don’t think so—I presume it would be a ques- 
tion of how you evaluate their final action—whether 
you think they have not had the proper concern at 
the several places. Certainly, as far as we are con- 
cerned, we are trying intelligently to answer these 
questions of where the incidence actually does fall, and 
whether that is harmful to purchasing power, or to 
incentive. 


Transfer of Spending Power 


Q Is it possible that the imposition of a heavy tax 
on corporations, particularly an excess-profits tax, at 
a time when private expenditures are leveling out, 
might restrict the base, curtail capital expenditure, 
both personal and corporate, and not get the revenue 
you might expect? In other words, is there any chance 
now of balancing a budget and retiring debt as long 
as your Government expenditures continue to rise, of 
even remain where they are? 

A It’s mathematically possible. But then we have 
to face the question of what will happen if you take 
certain spending power from various places in the 
economy—if you pass it through the Government 
Treasury and release it at certain other places of 
greater or of lesser productivity. That is why I think 
we are all concerned, and while we want full military 
security, we are concerned about how much is drawn 
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away and directed to expenditures which are essential- 

ly unproductive. You can’t raise your standard of liv- 
ing much as long as you’re doing that. On the other 
nand, if we have a need for security, we have to draw 
tax money away, and draw it away from places where 
twill cause the least difficulty. You said in one phrase 
of your question, “at a time when” certain conditions 
exist that relatively to actual conditions is why sen- 
ible persons dealing with these policies do not have a 
gt formula to apply, but have to take the situation 
into account in making the adjustment. 

Q I was wondering whether the Council couldn't 
perform a very constructive function, or whether you 
consider it to be your function, to pronounce some 
judgments on basic questions. For example, there are 
me groups in the economy who look upon all 
grofits as being available for the increase of fixed 
expenses—for wages or for other expenditures. There 
are others who say that profits should be used for 
financing of expansion and for reserves and surpluses. 
The ex parte claims of each group as to what is the 
oroper use of profits continues in a kind of rough-and- 
tumble debate without any authoritative expression 
from any source as to what constitutes a proper use of 
profits. When they are numerically large, they are 
supposed to be immediately disposable. When they are 
percentagewise small, there is an indifference to that 
fact and yet we know that depreciation and replace- 
ment cost today are factors in the profit picture. There 
isa committee investigating these profits. Isn’t there 
a job of interpretation of the meaning of profits for 
the Council? 

A I don’t believe the Council of Economic Advisers 
should undertake to make authoritative statements on 
these matters. I hope that we can present discussion 
both in the Council’s report to the President (some 
people call it a philosophical essay), or in connection 
with particular recommendations made in the Presi- 
dent’s Economic Report which will shed light on the 
principles that underlie these things. Economics isn’t 
asufficiently exact science, so that you can make very 
many rigid formulations. On the other hand, I think 
teal progress in the understanding of these principles 
or cause-and-effect relationships might be advanced 
if we can shape up this more or less desultory discus- 


forums, etc., and could have a carefully prepared 
conference under Government auspices, with partici- 
pation of all these parties, so that you could get certain 
general principles laid down. As, for instance, the 
necessity of maintaining a sufficient flow of capital to 
industry, but that also means the necessity of main- 
taining the purchasing power to take the products off 
the market. 


Need for Recent Facts 


Q One of the things that I am wondering whether 
the Council could do is the getting of more recent 
information on corporation profits. The estimates, of 


sion that goes on in all sorts of public meetings, radio — 





course, come out from time to time, but again and 
again these estimates are based upon a small number 
of corporations. There is no way, apparently, by which 
the public can be informed, promptly, as to what is 
happening in a given industry, because all of the avail- 
able statistics relate to three or four leaders who may 
be making big profits. And then there may be 150 units 
in the industry who are even losing money, and yet 
generalizations result from that—wage increases and 
everything else—which directly affect the smaller 
competitive units, and in some instances drive them 
out of business, because of the trend toward a higher 
and higher fixed expense, which the larger unit is 
perfectly delighted to pay. Now the recency of the 
statistics is pertinent there, isn’t it? 

A Oh, yes. I think there are two questions there: 
One, how fresh and comprehensive the statistics are, 
and, also what are the technical bases upon which 
they are put together, because you don’t know what 
the depreciation factor, for instance, of a particular 
company is. And there are various other factors. But, 
on this first question that you raise, that is a perennial 
issue in connection with the statistical service of the 
Government and it is very expensive to attempt to get 
that detailed information, and to get it quickly. There 
are certain lump figures that you can get somewhat 
slowly—the census kind of thing. But what you are 
talking about really involves a very expensive appara- 
tus and you would have to do it on some kind of 
sampling basis—and the events of November 2 make 
us all very conscious of the limitations of any sampling 
technique! I think we can say, though, that the several 
agencies of Government—in Commerce, and SEC 
[Securities and Exchange Commission ]—all of them— 
are conscious of that need and they are trying all the 
time to get a better picture. What we do now is to 
take the most recent figures that the various agencies 
get and supplement them by certain spot checks with 
people who have a “feel” of the situation. 


Errors of Generalizing 


Q For instance, the estimates already indicate ap- 
proximately $20,000,000,000 of profits for the year 
1948, which hasn’t been concluded, and yet we all 
know that that $20,000,000,000 is probably concentrat- 
ed among the leaders of certain industries and that 
there are probably many more businesses in those in- 
dustries that will lose money. And yet policy—tax pol- 
icy and every other kind—is going to be based upon 
those statistics, on the assumption that they apply to 
all business and all industry. We know of many indus- 
tries which have had a very bad year in 1948. They will 
have to pay the penalty of these sampling statistics 
which you are using, and the Federal Reserve and the 
rest of them are using, and upon which Cong§gress is 
shortly going to be asked to act. What is the remedy 
for that kind of situation? 

A You must have a generalized law so far as tax 
matters are concerned. 
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Business and Government, thinking about how to 
co-operate during the months ahead, each wants 
something from the other. Both have ideas on spend- 
ing, taxes, labor laws, other Government activities, 
and those ideas often do not jibe. 

The wishes and attitudes of Government are re- 
flected by its executive branch. The wishes and atti- 
tudes of business are not uniform, but there is a com- 
mon denominator of viewpoint that runs through 
them. 

A new Congress, as a rule, is to decide the direction 
of Government policy. This Congress is Democratic. 
Yet there are sharply differing viewpoints within the 
majority party, so that the wishes of the executive 
branch often may not be accepted. Business will have 
a good deal of influence in Congress, although the busi- 
ness community, as a whole, had favored a change in 
Administration. 

What business wants and what Government wants 
cover a wide range of subjects. What they’re to get is 
to contain a good measure of compromise. 


SPENDING 

Government, as represented by the Executive, wants 
to spend about $45,000,000,000 in the year ahead. 
There are Government plans for more armament, for 
more Social Security, for new programs of river devel- 
opment, for bigger public works, for money to support 
farm prices and to give new and bigger grants-in-aid 
to States. The Government is after taxes high enough 
to cover the spending it plans, and much of this money 
is desired from business. 

Business wants, on its part, a contraction in the 
things that Government does. It wants pay rolls re- 
duced. It wants more efficiency in administration, few- 
er gifts, less of a tendency for Government to use dol- 
lars to try to solve all problems. The business 
viewpoint is that billions could be squeezed out of 
Government spending without really hurting the 
country or jeopardizing its defense. 

What they'll get is about what the Government 
wants. Congress finds it difficult to resist requests for 
more money, whether those requests come from farm- 
ers or regions of the country or from other countries. 
It is easy to vote money as a means of trying to solve 
problems. 


TAXES 


What Government wants is a tax increase that will 
appear painless to most people and most lines of busi- 
ness. It would like to tax “excess” profits of corpora- 
tions, but is rather stumped by the problem of defining 
an “excess” profit in peacetime. It is desirous, too, of 
closing loopholes in taxes on estates and gifts, and 
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would like to redefine a long-term capital gain as y, 
held 18 months or more and not one held for 6 mont 
The Government is looking over plans for a special ty 
on profits not distributed by corporations to sto, 
holders. 

What business wants is economy in Governme 
not an increase in taxes. Above all else, most ling, 
business want to avoid a peacetime excess-profits ta 
Business is opposed, too, to taxes that are designed, 
interfere with the right of management to determiy 
corporation policy. It does not want a tax on und. 
tributed profits. If taxes have to be increased, ti 
dominant business view seems to be that individual j. 
comes should bear the tax. 

What's to happen, probably, is either an incre 
of a few points in the tax rate on corporation incom; 
or no tax increase. Tax leaders in Congress are cool 
an excess-profits tax, to a special tax on undistributs 
profits and to a change in definition of a long-ten 
capital gain. They may go along with some change: 
taxes on estates and gifts. 


LABOR LAWS 


What Government wants is outright repeal of th: 
present Taft-Hartley Act, regulating the acts of wu. 
ions as well as employers. In its place, Governmer! 
wants to bring back the old Wagner Labor Relation 
Act, protecting labor unions in many rights but im 
posing no standards of conduct on unions. It the 
wants to get labor and management together to wor 
out new rules of conduct for unions. 

What employers want, as a rule, is no change tr 
else moderate change in the Taft-Hartley Act. En 
ployers want to retain: (1) protection against ma 
picketing, (2) the right to express their views to en: 
ployes, (3) the right to replace workers striking fw 
pay raises or other “economic” gains. They want u- 
ion leaders required to meet standards of condut 
comparable to those required of employers. Tht} 
want some limit on the right to strike. 

What they are to get is a law that gives employts 
more rights than they had under the Wagner Act bu! 
not so many as under the Taft-Hartley Act. Union 
probably are to get back the closed shop and win fret- 
dom from damage suits growing out of strikes. Bi! 
some standards of conduct are probably to be requiftt 
of labor leaders. 


MINIMUM WAGE 
Government wants a minimum wage of 75 cents # 
hour, instead of the present 40 cents. It wants the Fat 


Labor Standards Act broadened to cover many mot 
industries, including much of retail trade and of foot ; 
processing. It wants no present tinkering with thet f 
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Administration would spend more but business asks economy—Differences 


over taxes—Changes ahead in labor legislation—Varying views on farm 


price supports, antitrust actions, social insurance, public housing 


quirements for a 40-hour week as it applies to wage 
eaners and white-collar workers alike. 

Business wants the minimum wage limited to 60 or 
65 cents, if there is to be an increase. Many employers 
want no extension in the coverage of the Act. 

What's to happen, probably, is a raise in the mini- 

um wage to about 65 cents. Number of employers 
covered by the Act is likely to be broadened little if 
at all. There will be no tinkering with the 40-hour 
week. About 2,000,000 workers will get a pay raise if 
the higher minimum is approved. 


FARM PRICE SUPPORTS 

What Government wants, as represented by the 
executive branch, is more elasticity in the floor now 
placed under farm prices. It also wants more power 
to direct what farmers do with their land and their 
livestock. Through 1949, Government is committed to 
support many basic crops at 90 per cent of what is 
known as “parity.” This means for wheat, corn, cotton 
and a number of other commodities that prices must 
be supported at levels near the present even if large 
surpluses pile up. Government would like authority 
to permit prices to drop as low as 75 per cent of parity 
or even 60 per cent. 

What farmers want, however, is more varied. Many 
farmers do not like elastic price supports. They want 
a figid floor at 90 per cent of parity. Other farm 
groups, however, are less insistent upon a permanent 


| program of supports at a fixed level. 


What the country is to get, apparently, is less elas- 
ticity in farm price supports than the executive branch 
wants, but more than some farmers would like. Con- 
gress is acutely aware of what happened to the farm 
vote in 1948 and how sensitive farm voters are to the 
tole that Government can play in their industry. 


ANTITRUST LAWS 


Government wants to tighten antitrust laws. It . 


wants to make it more difficult for one business to ac- 
quire the assets of another in mergers. It wants compe- 
tition to be free, with prices determined by the inter- 
play of forces in the market place rather than by de- 
cisions of corporation managers. It would like steel 
companies, cement companies and many other com- 
panies to quote prices of their products on the basis of 
delivery to the customer instead of freight on board at 
the factory, but to avoid any “phantom freight” 
charge or any policies that would lead to prices identi- 
cal with those of other companies. 

; Business wants a spelling out of the “cans” and 
cannots” of antitrust laws. It wants Congress to de- 
fine Price so that industry can be assured of its rights 
In quoting on a basis of delivery to the customer. Busi- 


a 


ness, in theory at least, prefers antitrust law enforce- 
ment to a plan for direct regulation by Government 
of its price policies. But it wants more certainty. 
What's to happen is not at all clear. Congress is 
likely to try to spell out industry’s right to delivered 
prices, but any new law will be carefully hedged about. 
Antitrust laws as such are not likely to be weakened. 
Neither are they likely to be strengthened. There is no 
sign of any desire or intent to return to the idea of self- 
regulation of business through NRA codes or for di- 
rect Government policing of industry’s price policies. 


RIVER DEVELOPMENT 


What Government wants is big-scale development 
of river valleys, for more electric power, flood control, 
reclamation of land, more navigation. The Columbia 
River, the Missouri, the St. Lawrence, the Arkansas 
are rivers on which billions are to be spent over years 
ahead if Government has its way. 

What business wants is not so clearly defined. It 
wants the fruits of any development of power to be 
available for distribution by private industry. Many 
industries are opposed to some of the river-develop- 
ment programs. 

What's to happen is that Congress will go ahead, 
piecemeal, to make money available for a gradual ex- 
pansion of river-valley development. 


SOCIAL INSURANCE 


Government wants more old-age and more unem- 
ployment insurance, also health insurance, hospital 
insurance, disability insurance. It wants more taxes to 
support more benefits to more people. 

Business wants to go slowly in expanding social in- 
surance. It opposes any move to nationalize unem- 
ployment insurance. It is wary of disability insurance. 
Many doctors oppose health insurance. 

What's to happen is that Government, gradually 
but surely, is to vote more and more security for more 
and more people. If unemployment returns, the speed 
will be accelerated. 


PUBLIC HOUSING 


What Government wants is wide authority to un- 
derwrite subsidies for low-cost public housing. 

What business wants, where interested in real 
estate, is that private finance be given the job of hous- 
ing development, with more Government guarantees 
of private loans, if necessary, but no subsidies. 

What's to happen is that public housing will be 
voted and will grow in size and importance over the 
years. 

The long-range trend is toward bigger and bigger 
Government. 



























TEAMWORK ON NEW YEAR‘S PROBLEMS: 


GOAL OF GOVERNMENT AND INDUSTRY 
A SYMPOSIUM OF POLICY MAKERS 


Trouble signs are beginning to appear in business. 
There is general agreement among business leaders and 
top Government officials that 1949 is not to be a serene 
year. Agreement also is general that the problems 
ahead can be solved best through co-operation among 
businessmen, farmers, labor leaders and their Govern- 
ment. 

There is no dispute between Government officials 
and business leaders about what the problems are. 
A huge federal budget is recognized as the overriding 
problem that faces the country. Connected with the 
budget are the problems of military security and high 
taxes. Then there is the problem of how far Govern- 
ment should go in regulating general business activity. 
Finally, there is the problem of guiding the American 
economy along a path that will avoid both inflation 
and depression. 

To get suggestions on how to manage the tasks 
ahead, U.S. News & World Report sought opinions 
from leaders in business and Government. These 
opinions recognize the problems ahead, but they vary 
widely on tax policy, wage policy, price policy and the 
Government’s part in influencing business. 


How Much Federal Control? 


General policy views are presented by two econ- 
omists not now connected directly with either Govern- 
ment or business. 
> Dr. Seymour E. Harris, of Harvard University, 
states the case for Government participation: 

“In the 19th and early part of the 20th century the 
theory prevailed that the 
greatest advances would 
be made if business were 
left alone and if Govern- 
ment stayed out of busi- 
ness. Even in this period, 
when the achievements of 
business enterprise were 
substantial, the view grad- 
ually gained ascendancy 
that there were often con- 
flicts between the interests 
of business and the com- 
mon good. Tariffs on be- 
half of business and anti- 
trust legislation, for example, reflected the conflict of 
interests. 

“It remained for the Great Depression of the ’30s to 
highlight the changed relationship of business and 
Government. It remained for the Government to at- 
tempt, however clumsily, to underwrite demand suf- 
ficiently to stop the decline and reverse the trend. 





“Ever since 1933, the Government has played, 
major and indispensable part in the economic life ¢ 
the country. This is the lesson of the New Deal era ay; 
particularly of the years 1940-48. American productio, 
indeed turned goods out; but it was the guarantee ¢ 
markets through Government spending that account 
for the demand, without which the goods would ng 
have been produced. 

“The new economics demand that Government 
spend more and tax less in depression, and spend leg 
and tax more in periods of exuberance. Unless Govern. 
ment abides by these principles and keeps expenditure 
down in so far as broad national objectives allow, ani 
taxes more, we shall have to accept inflation in th 
years to come or depend more on unwelcome controls.” 
> Dr. Walter E. Spahr, of New York University, 
gives the other side of the case: 

“Unless we are going into socialism or into some 
form of governmentally managed economy, Gover. 
ment should do all in its 
power to foster free and 
fair competition in private 
enterprise. It should reg- 
ulate monopolies in an 
effort to obtain those con- 
ditions that competition 
would be expected to pro- 
duce. 

“It should confine its ac- 
tivities to those areas in 
which private enterprise 
cannot or will not function 
and in which, nevertheless, 
the people in general de- 
sire the services of their Government. In this area the 
Government should employ the same _ accounting 
principles used in private enterprise and thus provide 
the people with an accurate picture of the costs of 
such Government service.” 
> R. E. Freer, retiring Chairman of the Federal Trade 
Commission, lends support to Dr. Spahr’s views: 

“I feel very strongly that the fundamental need for 
co-operation between business and Government at the 
present time is in finding means of making the com- 
petitive system work, as such, with a minimum of 
control either by private groups within business or by 
the Government. Unless we find some means of at- 
complishing this objective, it seems apparent that the 
inevitable result of the present trend is total Govern 
ment regulation as a substitute for the regulatory 
force of the free competitive market. 

“Men, in Government or business, have humat 
limitations which make for serious mistakes abou! 
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managed pricing which would not be made if produc- 
tion and prices had been subject to ‘regulation’ by com- 
petition. Al 

“Not only is enforcement of free competition the least 
regulation that business can expect, it is the minimum 
business should settle for.” 

) Nicholas E. Peterson, vice president of the First Na- 
tional Bank of Boston, gives a businessman’s program 
for the period ahead: 

“Friendly co-operation of capital, labor and Gov- 
ernment is vital. There is no real conflict of interests. 
The principal objective of all groups is to provide a 
profitable economy and a high level of employment. 

“Labor organizations, under responsible and con- 
structive leadership, can contribute greatly to the 
effective operation of our economy. Since wage pay- 
ments are dependent upon output, it is obvious that 
the greater the productivity, the more there will be 
for all. 

“Business management, as the innovator and pace- 
setter under private enterprise, must have a keen 
sense of social responsibility in order that the net 
outcome of its aggregate policies and activities may 
be for the betterment of all. But management cannot 
effectively perform its mission when it is placed in a 
strait jacket, its prerogatives seriously encroached 
upon and it is harassed at every turn. 

‘But it is futile merely to denounce planners unless 
we deal intelligently with conditions that lead the 
way to planning. Over the years, practically all 
groups, including business, have turned to Washing- 
ton for handouts or special privileges. Unless this 
trek to Washington is stopped, the planners will 
gain their objectives by default. 
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rea the “Under a dynamic economy, the Government 
unting should play a passive role except in case of emergency. 
rovide The Government has as its primary functions those of 





sts of defense, preservation of law and order and the regula- 
tion of industry and trade. If these duties are con- 


 scientiously and harmoniously performed, there will 






Trade 













NS: be little occasion for complaint about the misuse of 
ed for concentrated power and wrongful business and labor 
at the practices. 
com- “Our economy is vulnerable, with a staggering 
1m of federal debt and most of the major segments supported 
or by by props. Taxes of all kinds are around one fourth 
of ac- of national income. A study of civilization shows that 
at the whenever any country absorbs more than 25 per cent 
vern- of national income, the strain is so great on the econ- 
atory omy as to cause a radical change in government. 

_ “At this critical stage of the business cycle, with 
iman inflation and deflation in near balance, federal spend- 
about ing is the key to the future trend of business. Federal 






Proper’ regulation guards free enterprise, but business fears a trend toward 
more control—Sound federal budget is vital to confidence—Restraint 
all around is needed to check inflation and avoid depression 





expenditures in excess of the current rate will involve | 
either deficit financing or higher taxes.” 

> Rufus S. Tucker, economist for General Motors 
Corp., also comes out against policies that favor spe- 
cial: interests: 

“Most of the problems causing conflict between 
Government and business would disappear, or at least 
become much easier to 
solve, if all parties con- 
cerned kept constantly in 
mind the fundamental fact 
that all economic society is, 
or should be, organized for 
the benefit of the consumer. 
Everyone is a consumer. 

“Employers should re- 
alize that satisfying the 
consumer is the only legiti- 
mate and reliable way to 
keep on making profits. 
Employes should realize 
that when they demand ex- 
cessive wages or turn out less than a reasonable amount 
of work they are injuring all consumers, including 
themselves. 

“Special groups of employers or employes or inde- 
pendent producers should realize that special favors 
they receive must, in a Government such as ours, be off- 
set by special favors to other groups, so that in the end 
each group loses more than it gains. Even the most 
skillful logrolling ends up in a jam.” 
> H. W. Prentis, Jr., president of Armstrong Cork 
Co., makes a similar observation: 

“The strong trend in recent years toward greater 
centralization of Government is steadily undermining 
our free society. When in- 
dividual citizens and busi- 
ness managers discard their 
self-reliance and try to 
shoulder their troubles off 
on Government, right then 
they begin to lose their 
freedom. 

‘‘Government pater- 
nalism decreases local re- 
sponsibility for local affairs 
and increases the size and 
cost of the central Govern- 
ment. This inevitably leads 
to higher taxes, reduced 
personal incomes and less opportunity for the indi- 
vidual citizen to better his own economic situation. As 


(Continued on page 40) 
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a result, the amount of venture capital available for 
new enterprises is cut down and more Government 
intervention is demanded to maintain employment. 
This process still further increases the cost of Govern- 
ment and thus, working in a vicious circle, will eventu- 
ally derange the entire social, economic and political 
system of any free society. The ultimate outcome is 
the destruction of representative democracy and the 
emergence of some form of authoritarian government. 

“So if we would preserve our Republic and the 
freedoms that have made America great, it seems to 
me we should work for less rather than more Govern- 
ment controls. Competitive business and industrial 
enterprise can be subjected to regulation—as it should 
be—but it cannot be subjected to outright Govern- 
ment control and still function as competitive enter- 
prise. 

“There can be genuine teamwork between Govern- 
ment and business, if Government officials will keep 
constantly in mind that with every limitation on 
economic freedom goes a corresponding decrease in 
personal and political freedoms; and if businessmen 
continue to co-operate with proper Government regu- 
lation, meanwhile pushing their private plans for 
better products and better services in expanding enter- 
prises that mean more employment.” 


Dangers in Too Much Spending 


Expensive functions of Government also are a con- 
cern of other executives, who see a threat to private en- 
terprise in an expanding Federal Government. 
> W. Randolph Burgess, vice chairman of the Na- 
tional City Bank of New York and chairman of the 
Committee on Public Debt Policy, says: 

“As we enter 1949, the sound management of our 
public debt is a definite objective that today, more 

than any other time in our 
history, needs to be kept 
clearly before us. The sum- 
mary of the Committee’s 
recommendations includes, 
as a key point, getting 
control of the budget. 
“The Committee warns 
that unless we have a phi- 
losophy of limiting the 
scope of federal power in 
the scheme of things, the 
tendency will be to go on 
adding one function after 
another, not only making 
more difficult the problem of national debt manage- 
ment, but also ‘leading us far afield from the individual 
liberty and democracy on which this country has been 
built.’ 

“Other essentials of a sound debt program are: 
reduction of the debt and iis distribution more 
widely among investors rather than banks, in order 
to reduce the volume of inflationary money and the 
floating debt which has to be refunded from year to 
year; restoration of flexible interest rates; and the 


building of a dynamic and growing economy th, 
will make the debt easier to bear. 

“Progress toward these objectives is day by 4, 
being made more difficult by world events. The visi, 
of ‘one world’ has vanished and the threat of war hy 
returned, necessitating huge expenditures for arp, 
ment and for economic aid to other countries, 1, 
great volume of money created for war purposes hy 
affected the economy in the familiar pattern of . 


‘ flation. 


“The Committee believes that the country ¢ 
meet its foreign and domestic obligations and at t, 
same time master the debt. It will take courage ay 
high statesmanship on the part of our chosen leaden 
with understanding and a spirit of unity among the 
people.” 
> Earl O. Shreve, president of the U.S. Chamber ¢ 
Commerce, stresses the need for cooperation in Americ 

today and notes: 

“If prosperity is to 
maintained, Governmer 
in turn, must do its par 
too, to see that there is; 
foundation for confidenc 


“Industrial developmen 
—so necessary to progres 


—must necessarily be sup. 
ported by risk investment 
Business is, and has 4. 


ways been, willing to tak 
reasonable risks. And bus: 
ness has to have the sup- 
port of Government—i: 


keeping those risks reasonable. Business cannot expani 

if investment risks are increased by governmental con- 

trols over prices and materials, and by further govern: 

mental demands for budgetary increases. 
“Business very much needs assurance that the tai 

burden will not only not be increased, but that effor 

will be made to decrease the burden to that degre: 

necessary to encourage, rather than discourage 

private investment.” 

> Wallace F. Bennett, president of the National As 

sociation of Manufacturers, stresses the same theme 
“International uncertain- 

ties today place an espe- 

cially heavy responsibility 

upon Government. The na- 

tion must provide for ade- 

quate military defense. It 

must assist in the recovery 

of Europe. But ultimately. 

a strong national defense, 

and our Government’s abil- 

ity to help other nations, 

can be no stronger than the 

economy which supports 

them. Government, there- 

fore, also has the responsi- 


bility of maintaining the strongest economy there is , 
the free, individual, competitive enterprise econom) fF 
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“The Government should be alert to the danger of 
falling—in the process of defense preparations and 
foreign aid—into giving over to the same forces of 
tatism which have brought up to our present inter- 
sational situation. 

“Teamwork is essential.” 
yRowland Jones, Jr., president of the American Re- 
tail Federation, also emphasizes the importance of the 
budget: 

“Teamwork between Government and business is 
essential in the months and years immediately ahead. 
Such teamwork has always 
been essential, but there 
have been few periods in 
our history when it has 
been so urgent. 

“For the first time since 
the end of World War II, 
there is convincing evi- 
dence that the days of con- 
sumer-goods shortages are 
over, and that the buyers’ 
market is returning. Pipe 
lines in most fields are fill- 
ing up. The nation’s labor 
force is practically fully 
employed, its productive facilities fully utiized. 

“Retailers and businessmen generally are feeling 
the return of competition with its emphasis on price 
and sound merchandising practices. 

“In the period ahead the actions of the Government 
itself will be the prime factors affecting the nation’s 
activity and stability. The size of the national budget 
and the management of monetary and fiscal policies 
will determine whether inflationary pressures are to 
continue and whether higher taxes and economic 
controls will be necessary. 

“The billions being poured into foreign aid and de- 
fense programs are costly to our economy. Indeed 
there is serious doubt as to its ability to withstand a 
substantial increase in expenditures above present 
levels. 

“It would indeed be tragic if, through mistaken or 
misguided governmental action, new inflationary 
forces lighting the fuse of the price spiral again were 
injected into the economy. Should this happen, there 
will be danger of losing the opportunity for national 
stability.” 















Government Officials’ Approach 


Government officials, with a different set of prob- 
lems to face, take a somewhat different approach to 
teamwork from that of businessmen. 


| Defense Secretary James Forrestal states the 


problem before both business and Government: 
“We are today energetically engaged in exploring 


} all routes to a peaceful, stable and prosperous world. 
| This is an effort which the United States shares with 


all of the other nations of good will. 
“However, the United States, as the chief hope of 
democratic peoples for the achievement of world- 





wide peace and prosperity, must be alert to maintain 
its own security that it may not lose its power for 
leadership. Neither the atomic bomb, nor an over- 
powering Air Force, a seven-seas Navy or 10,000,000 
men under arms, by themselves, can give us security 
guaranties. 

“Our nation’s well-being and healthy growth— 
terms I prefer to ‘security’—rest upon many other 
considerations than the purely military. “ balanced 
budget, a sound internal currency, taxes which are 
not destructive of business enterprise and individual 
savings, development of our own resources and access 
to raw materials—these are part of the problem of 
security. 

“An informed and intelligent people must be willing 
to shoulder the responsibilities of our world position 
as a major factor in national security and world peace. 
It is easy to get agreement to such a statement of 
principle, but difficult to get any agreement as to 
responsibility. 

“We all want to see a reduction in taxes. We would 
like to see high wages, high profits in business, low 
prices for commodities and finished goods, a strong 
Army, Navy and Air Force, a sound dollar and a 
sound underlying national economy. There is com- 
mon agreement upon the desirability of all those ob- 
jectives. Where the rub comes is in trying to make 
them all compatible and possible. 

“For our part, the National Military Establishment 
is endeavoring to present to the next Congress a 
budget which the average citizen can understand and 
comprehend, and because he understands and com- 
prehends, he will think more precisely and closely 
about the problems of national security.” 
> Commerce Secretary Charles Sawyer stresses 
continuing dangers of inflation and urges postponement 
of public works not essential at this time. 

“Our principal objective is to maintain full em- 
ployment and continue to produce at high levels. To 
maintain these high levels we must find ways to check 
inflation and prevent depression. 

“Everyone is ready to admit the dangers of inflation 
but few are willing to forego the immediate gains we 
realize in a boom period. 
If every group and Gov- 
ernment agency which is 
spending will exercise re- 
straint, if essential military 
expenditures are not too 
large, if labor and business 
will each exercise restraint 
in the matter of wages and 
prices, if food prices can 
be brought down in an 
orderly way, we can un- 
doubtedly move into a less 
feverish atmosphere where 
labor still will be fully em- 
ployed at good wages, farmers still will be prosperous 
and business will continue to make money. 

(Continued on page 42) 
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“It is not unfair to ask business to co-operate in 
the fight against inflation. Business should give care- 
ful and thoughtful consideration to the inflationary 
effect of large profits and unreasonably high prices. 

Government on all levels should screen all items 
on their construction programs which can be post- 
poned to a later day, when prices are lower and 
labor may be looking for work. 

“The Government also recognizes its responsi- 
bility for adjusting fiscal policy to meet changing 
economic conditions. In an inflationary period we 
should be building a surplus in the federal budget 
to be used to help retire our huge national debt. 

“The breaking of the inflationary spiral and the 
constructive action required to maintain our econ- 
omy on a sound basis calls for initiative. Govern- 
ment is responsible for seeing that the job is done, 
but in our system it cannot be done by Government 
alone. Government stands ready to do its part, and 
if we Americans can revive our wartime zest for 
teamwork, Government’s part of the job will not be 
difficult.” 
>» Treasury Secretary John W. Snyder cites the 
need for moderation to keep the economy healthy: 

“Our economy enters the new year in a basically 
sound condition, and there are substantial indica- 
tions that stability is be- 
ing attained in the vi- 
cinity of present high 
prosperity levels. 

“There is no evidence 
in the present situation 
of overbuying and exces- 
sive speculation which in 
the past have led to busi- 
ness declines. On the 
contrary, most business- 
men have been cautious 
in their inventory pol- 
icies. Consumers gen- 
erally have not over- 
bought. Industry has not overexpanded. Speculation 
in stock and commodity markets has remained ra- 
tional. These factors are important in gauging our 
present economic strength. 

“The business levels which can be maintained in 
our present economy cannot be judged by the 
standards we knew before the war. The United 
States is a steadily growing nation. Our volume of 
demand continues to be expanded by new products, 
new services, ever-improving facilities for com- 
munication and transportation, and continuing 
population growth. 

“I am sure the American people realize the im- 
perative need of maintaining confidence in the credit 
of the Government. That has been a chief goal of 
all our financial policies, including debt manage- 
ment. 

“The whole program of the Government assures 
businessmen that they may plan for the future with 
confidence. It is a program of moderation—to. en- 


ay : — 


courage healthy development and to discourage ex. 
cesses.” 

> Agriculture Secretary Charles F. Brannan 
warns of the danger of falling farm prices and rising 
industrial prices: 

“One of the difficulties 
that have always beset 
our American economy 
and helped to get it out 
of balance has been the 
fact that whenever there 
has been a decline in gen- 
eral price levels, agri- 
culture has always been 
the first to feel the effects 
and other prices have 
been slow and much more 
difficult to change. The 
result has been lack of 
balance between agricultural and industrial prices, 
causing a serious interference with the flow of goods 
and services between city and farm, and finally con- 
tributing to a breakdown in our whole economy. 

“Much has been said about a number of farm 
prices having gotten out of balance on the high side 
and in such cases adjustments are to be expected. 
But we are not talking about industrial prices that 
stand still while farm prices go down. A table in U.S. 
News & World Report (issue of December 17, page 
14) shows industrial prices making substantial ad- 
vancement while farm prices go down. This means 
that farmers are losing buying power in two 
ways simultaneously—through reduced income and 
through increased prices for the industrial com- 
modities they must buy. 

“I know of no economic reason why we cannot 
have full employment and prosperity and abun- 
dance on a price level that is not continuously infla- 
tionary. But I see much evidence of the fact that 
good teamwork will be needed to accomplish this 
objective.” 
> Housing expediter Tighe E. Woods thinks rent 
control is one control that must be retained: 

“My special field in 
the Government is fed- 
eral rent control and in 
that field, Government 
controls are still neces- 
sary. They will continue 
to be necessary until the 
housing shortage has 
been overcome. Most of 
the houses being built to- 
day are beyond the price 
range of the average 
prospective homeowner 
and not enough dwell- 
ings are being built for 
rent. This situation can best be met through enact- 
ment by the Congress of comprehensive housing 
legislation.” 
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Trend of American Business 








24th and N Streets, N.W. 
Washington, D. C. 


It is time to take a look at the major influences that support business ac- 
tivity in the United States. There are four of these influences. 

Government Spending is in a rising trend that is expected to continue. 

Private-business Spending displays some tendencies to turn downward. 

Net exports--the excess of exports over imports--are in a decline. 

Consumer spending showed some evidence of falling off as the year ended. 

The trend in these four types of spending is watched closely by economic 
advisers to the President. It forms the basis of the Economic Report that the 
President is required to submit to Congress each year. At the moment, these 
signs point to a leveling off in over-all business activity. They are causing 
an attitude of watchful waiting in both Government and business circles. 














To go into more detail on the outlook for private-business spending: 
Private-construction outlays appear to be declining a bit. Construction 
activity remains high, but a lot of builders are completing projects begun in 
earlier months. New commitments for construction are in an uncertain stage. 
Factory building and outlays for new equipment are in a mild decline, but 
expansion by the utilities industry and by railroads is still on the upgrade. 
Inventory buying by manufacturers and distributors is much more cautious. 
The net effect appears to be that business spending has passed its peak. 
This type of spending has contributed heavily to the boom conditions that have 
prevailed since the end of the war. Now its force shows signs of weakening. 











Investment trends in merchandising offer an example of business spending. 

New firms, entering the wholesale or retail business, accounted for about 
$7,000,000,000 worth of new investment from 1945 to 1947. This finding is made 
in a special study by the Commerce Department on investments by merchants. 

Merchandising investments were responsible for a good share of total busi- 
ness investment, provided orders for a lot of construction and equipment. 

More new investment for this purpose is not now expected. The official 
study suggests that the business population has about completed postwar growth. 

If this appraisal is correct, expansion in the number of wholesale and re- 
tail establishments has about ended. That will dry up a substantial source of 
orders for new construction, building alterations and store supplies. It is a 
sign that one large source of private-capital investment is shrinking. 








As for other spending sources that determine the level of activity: 
Exports are not counted upon to add support to business activity in 1949. 
Export trend for the third quarter of the year was the lowest since 1946. 
Net foreign buying of U.S. goods was down to $1,300,000,000 in the third 
quarter--$300,000,000 below the second quarter and 60 per cent under the peak 
reached in the second quarter of 1947, when U.S. exports took a marked jump. 
This trend is expected to continue into 1949. Imports, which have been 
rising through 1948, are likely to continue their rise as other parts of the 
world increase production. Exports probably won't rise nearly so much. Result 
will be that the business-supporting influence of net exports is to decline. 








Consumer spending is not likely to drop much, over all, as long as income 
of individuals remains high. But personal income may suffer if activity slows. 





(over) 
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TREND OF AMERICAN BUSINESS-- (Continued) 


Government spending is the big question mark in the period ahead. A rise 
in Government outlays is expected, but at the moment the outlook is that the ip. 
crease in federal spending may not offset declines in private spending. 





Credit trends provide another sign of mild weakness in the outlook. 

Commercial banks are tending to tighten up on terms for lending money. 

Installment-credit regulations appear to be having some effect in the expan- 
Sion of credit for the purchase of automobiles and consumer durable goods. 

Collections by extenders of credit are not as easy as they were. 

Recent indications are that credit expansion definitely is slowing. That 
means that less purchasing power is being provided through borrowed money. 











Prices, too, are continuing their moderate downward trend. 

January sales of a wide range of consumer goods are indicated. One Shirt- 
maker authorizes retail markdowns of 25 per cent or more in his line of goods, 

Stainless-steel prices are being reduced by a number of steel companies. 

Food prices are continuing to slip and further declines are expected. 

The price trend is still another sign that inflation packs a milder punch 
than it has demonstrated through most of 1948. The price decline that started 
in farm commodities, then Spread to soft goods, now is extending to hard goods, 











Outlook for more business controls is affected by these trends. Opinion is 
increasing in official circles that Government should not upset business. 
Price-control authority appears less and less likely. There seems to be 
little need for price controls when the general price trend is downward. 
Allocation of materials on a compulsory basis is not in prospect. Supply 
of materials will tend to increase with even a mild slowing in production. Only 
real shortages now are in some types of steel and in Some nonferrous metals. 
Recent developments in business activity suggest that the Administration 
will settle for continued export controls, for voluntary allocations of steel, 
for continued controls over tin and a few other genuinely scarce items. These 
controls are nothing new. Business operated with them since the war ended. 








Tax planning is showing signs of going off in a different direction. 

An undistributed-profits tax gets some consideration, but prospects are 
against such a new tax unless the budget demands one. Purpose is to persuade 
corporations to pay more dividends, which are taxed, to stockholders. 

Tax revenues would increase either by larger returns from corporations or 
larger returns from stockholders, who would receive bigger taxable dividends. 

Capital-gains tax changes also are suggested. One proposal would extend 
the holding period to 18 months before gains on sales of assets would become 
subject to the lower capital-gains tax. Treasury would support this move. 

The actual tax outlook, however, is clouded by the business and budget pic- 
ture. Chances are that Congress will be in no hurry to enact a new tax law. 











Government bonds probably will continue to get support at par prices. 

Federal Reserve Board and Treasury are unconvinced by arguments from some 
insurance and banking executives that basic interest rates should be flexible. 

Par prices for Government bonds are viewed officially as a stabilizing fac- 
tor, particularly since the outstanding public debt is such a large amount. 

One view is that there would be little point in dropping or removing the 
official peg from Government bond prices unless a smaller volume of bank credit 
would result. But the fear is that a lower pegged price might bring on a wave 
of selling by private bond holders, calling forth Government buying. Government 
buying, in turn, would add to potential bank credit, not subtract from it. 








‘Farm price supports are likely to stir up a lot of controversy in the new 
Congress. Many farm groups want price guarantees frozen at present levels. 
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Mao, Chou, Sun, Li: Leaders of Groups That Could Take China 
Into a Coalition Government of Nationalists and Communists 


Out of the turmoil of .China, a new 
wovernment, a new group of leaders 
obviously is emerging. This regime GE 
peing fashioned by the triumphs of the 
Chinese Communist Army. Chiang Kai- 
sek, for two decades the strong man of 
his embattled land, is beset and harassed. 
is exit is demanded, by the Communists 
and urged by many of his own people. 

The result is an outlook for China 
that holds many uncertainties in detail, 
but from which a big central fact stands 
out, This fact is, and virtually all ob- 
grvers of Chinese developments agree, 
that the Communist leaders are to be 
the dominant force in China, whether 
they rule by coalition or directly. 

Such a prospect raises many perturb- 
ing questions in America. The questioners 


—Leaf from Rapho-Guillumette 
MAO TSE-TUNG 
..- Marx was adapted 


ask what the effect will be on a world in 
which the United States and Commu- 
nist Russia are waging a “cold war.” 
They ask whether the Chinese Commu- 
nists are real Communists, a point that 
has been disputed. They also inquire 
about the future of America’s large in- 
vestments in China. 

The answers to these questions lie in 
the purposes, attitudes and ambitions of 
the men now coming into positions of 
power. These men are not well known 
in America. Their names appear occa- 
sionally in newspaper stories, but mean 
litle to many readers. To make clear 
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who these men are and what they want: 
>» Mao Tse-tung, undisputed boss and 
much-worshipped hero of the Chinese 
Communists, is a thoroughgoing Marxist 
with a strong sense of the practical. Mao, 
a renowned theoretician, has in fact 
adapted Marxist doctrine to the neces- 
sities of the Chinese situation. Commu- 
nist economic change must come slowly, 
he believes. Not too much can be forced 
upon the Chinese people. They must be 
disciplined and also consulted. 

Where Moscow puts the industrial 
worker first, Mao places the peasant—he 
is one himself—in that position. Workers 
are such a small part of the population 
that they hardly count. He thinks that, 
as Communism unfolds in China, there 
must be a period of capitalism and in- 
dustrial development, which will per- 
mit peasants to leave the land and be- 
come urban workers, thus forming a 
proletarian group in the Marxist sense. 

So, he has said, he welcomes foreign 
investments in China, if the foreigners 
obey Chinese laws. He has called for 
equally friendly relations with all na- 
tions. He is looking more to the far 
future than to the period immediately 
ahead. 

After a pinched, rural boyhood, Mao 
got an education that took him through 
Peking University. As a student, he 
devoured books and joined a Marxist 
study club. He was a revolutionist under 
Sun Yat-sen, but afterwards, with two 
others, established the Chinese Commu- 
nist Party. It has been his life since 1922. 

He has never been in Moscow, unlike 
most Communist leaders in other lands. 
He has, nevertheless, a firm belief in 
Russia as the anchor of Communist 
destiny. He has followed the party line 
to the point of denouncing Marshal 
Tito of Yugoslavia and calling upon the 
world’s revolutionary forces to unite be- 
hind Russia in opposition to “American 
imperialism.” 

Some who are intimately familiar 
with Mao wonder, however, whether he 
might not prove something of a Tito 
himself, once he reaches power. His 
ideas of Communist development in 
China obviously do not square with the 
usual ideas of the Kremlin. In a pinch 
he might not kowtow to Moscow as the 
leaders in European satellite states have 
done. 

Mao is firmly backed by China’s No. 2 
Communist: 
> Chou En-lai is counted an aristocrat. 
He is well educated, has traveled ex- 
tensively and is credited with a more 
acute understanding of the Western mind 


than is common among Chinese leaders. 
He also is an old-fashioned Communist 
agitator who has fomented strikes and 
uprisings periodically through his career. 
In the present crisis, however, he 
stands out as the Communist leader best 
equipped to work out a coalition with 
selected members of the present Na- 
tionalist Government. This is because, 
during World War II, he was Commu- 
nist liaison man in Chungking, Chiang’s 
capital, and. is on a friendly personal 
basis with many of Chiang’s followers. 
Like Mao, Chou believes in going 
slowly in China. There is one, at least, 
who disagrees, however: 
> Li Li-san is often referred to as Mos- 
cow's “stooge” among the Chinese Com- 
munists. At one time a Kuomintang mem- 


’ —Israel from Rapho-Guillumette 
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... exit was urged 


ber, he was read out of the party in the 
early °30s. Like many another in other 
countries, he repaired to Moscow, was 
thoroughly schooled in Communist 
methods and, in 1946, turned up in 
Manchuria, where he stayed when the 
Russian Army withdrew. 

How strong his influence with the 
Chinese Communists may be is a matter 
of some dispute. Observers, however, 
note a parallel between Li’s appearance 
in Manchuria and the return of Com- 
munist leaders from Moscow to Eastern 
European countries after the war and 
their subsequent rise to power in those 
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nations. Some fear a repetition of a 
familiar pattern in Li’s connection with 
the Chinese Communists. 

In addition: 
> The Communist generals are a force 
that is not minimized, since political 
power in China traditionally has rested 
upon military might. A few observers 
hold out a possibility that the generals 
might make trouble for the political 
leaders, The generals, however, are all 
revolutionaries, schooled in party disci- 
pline. Under them are large bodies of 
troops, but those who know think the 
devotion of the soldiers goes first of all 
to the party hero, Mao Tse-tung. A 
possibility remains, however, that one 
‘or more might turn against the leader- 
ship in Chinese war-lord fashion. 

The Communists have been talking of 
a coalition rule for China. Such a system 
would have its advantages in controlling 
the vast areas below the Yangtze River, 
which the Communist armies have yet 
to cross. Chiang and the die-hard 
rightists of his regime, together with 
those who have headed his secret police 
or otherwise have harried the Commu- 
nists, would be ruled out automatically. 
Several men remain, however, who 
might have a place in a coalition. 
>Sun Fo, China’s energetic Premier, 
already has been urging peace with the 
Communists and has set up a Cabinet 
designed to bring peace. He has been in 
disagreement with Chiang Kai-shek from 
time to time and had much difficulty in 
getting his Cabinet together because of 
Chiang’s objection to giving it too much 
power, 

As the son of Sun Yat-sen, the George 
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NATIONALISTS: LI TSUNG-JEN AND SUN FO 
Out of the turmoil—a coalition government? 


Washington of China, Sun Fo commands 
much prestige among the Chinese people. 
>» Li Tsung-jen, Vice President of China 
under Chiang, is another who might be 
expected to have a place in any coali- 
tion. Li, a general, has been fighting 
with and against Chiang for years. The 
latter opposed his election to the Vice 
Presidency, but was overruled by the 
National Assembly. 

He has a reputation as a war lord in 
Kwangsi province, in Southern China, 
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COMMUNISTS: LI CHI-SHEN AND CHOU EN-LAI 
Out of military triumphs—political power? 


and is one of a small clique that mm 
that area. In the province, however, ly 
has instituted agrarian and economic r. 
forms that he thinks constitute the be 
method of opposing Communism. 

> Li Chi-shen also occupies a strateg) 
position. He was once a member of tle 
Kuomintang, and, after a long recor 
of opposition to the Nationalist Coven 
ment, fled to Hong Kong. He has called 
repeatedly for the overthrow of Chiang 
Kai-shek. He founded and leads th 
Kuomintang Revolutionary Party. | 
Hong Kong he has been surrounded }y 
splinter leftist groups, including Con 
munists. He has been _ co-operatix 
toward all of these. 

Placing Li in a coalition governmet 
might have the effect of drawing th 
support of numerous Chinese blocs. 
> General Fu Tso-yi has been mer 
tioned as a prominent coalition pos: 
bility. He once was credited with being 
one of Chiang’s ablest generals. Mor 
lately he has taken repeated beating 
from the Communists in the Peipin 
area. He still has a considerable amy. 
however, and it is thought unlikely thit 
the Communists would elevate any long 
standing opponent who holds militay 
power. 

The actual power, whether or m0 
there is a coalition government, is to be 
held by the Communist leaders them 
selves. Top Washington officials or 
sider them out-and-out Marxists, but é 
question remains as to how amenable t 
Moscow they may prove. They will have 
problems enough of their own in Chin 
That is about the only solace that U.S 
officials can draw from the situation. 
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(This article represents the result of an 
extensive research on a problem of out- 
standing importance in National Affairs.) 


CONGRESS LOOKS AT PROFITS 


Finds Big Earnings Put to Productive Use 


Size of business profits, now 
biggest in history, is getting a 
dose look from Congress. Taxes, 
controls are involved. 

How the big earnings are be- 
ing spent is one line of inquiry. 
How much is plowed back to 
hoost production gets attention. 

Congress, looking for new rev- 
enue, is probing deep into busi- 
ness operations. Findings may 
decide tax trend in 1949, 


Profits of industry are under the 
microscope of Congress. Case histories 
of the profits of individual companies 
show specifically for the first time how 
much is being earned and what is be- 
ing done with the money earned. 

Upon an appraisal of the profit story 
will depend what Congress does about 
taxes, what it does about reviving con- 
trols, what its attitude is to be toward 
issues raised by labor unions about wage 
policy and social-insurance policy. 

Corporation profits in total have been 
of record-breaking size in 1948, have 
reached an officially estimated rate of 
$21,700,000,000 a year, after taxes. Yet 
testimony of companies that are making a 
large part of these profits indicates that 
profits per dollar of sales often are smaller 
than before the war. Many companies 
have limited their earnings by deciding 
deliberately not to charge as much as the 
market would bear. Profits, where they 
are made, are going in the largest pro- 
portion in history to improve the means 
of production so that the country will 


have more goods, more efficiently pro- 


duced, 

The profit story, as told by officials of 
particular companies to a subcommittee 
of the Joint Committee on the Economic 
Report, gives a picture of earnings in 


| tems not only of profit rates but of 
| profit uses. It is a story told in testimony 
| that is subject to the great powers of 
| Congress to require truth. 


A meat-packing company, as an 
example, has given details of its profit 
experience, as it affects one element of 
the cost of food. This corporation is 
Kingan and Co., of Indianapolis. Its vice 
president and general manager describes 
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his firm as one of medium size, with typi- 
cal experience in the packing industry. 
Business has been good. 

Sales of meat, eggs, butter and other 
products by the company have increased 
in value to four times the 1940 figure— 
from $52,691,000 to $200,526,000 a year. 
That is the result of a sharp increase in 
production, and a rise in prices received 
by the company to a level nearly three 
times that of 1940. 

Expenses, on the other hand, have 
risen more slowly. Pay roll, of course, is 
up, with wages paid by the company 
more than doubled. But other expenses 
have been held down. 

Resulting profits—After a loss in 1940 
—have grown to $1,174,000 in 1948. That 
is the report of net income after U.S. 
income taxes, Earnings of this size are 
measured for Congress against the profit 
margin on each dollar of sales and against 
the net worth of the company. It is this 
relative size of profits that Congress is 
considering in its search for more tax 
revenues. It is in the profit margin, too, 
that some members of Congress are 
searching for leeway for price cuts. 

For this packer, margin of profit is re- 
ported as being less than 1 cent on each 
dollar taken in from customers. This is 
the rate that is being earned—after taxes 
—in 1948, best year the company has 
had in a long time. That profit amounts 


to less than one fourth of a cent on each 
pound of products sold. 

What that margin means to consumers, 
on the basis of the firm’s statement, is 
that to wipe out all the company’s profits, 
even before taxes, would leave room for 
a price cut of less than 1 cent a pound 
on its products. 

How large the packer’s profits are this 
year in relation to the other yardstick 
Congress used also is revealed for the 
record. Those profits are reported at 7.2 
per cent of the company’s stated net 
worth—that is, of the value of stockhold- 
ers’ share of the company plus surplus. 
The packer’s profits, Congress is told, 
have been near the vanishing point for 
years in the past. 

Result, for the company and its own- 
ers, is reported as follows: Stockholders 
have received only $2 out of every $5 
earned by the company—after taxes—in 
eight years. The company—even keeping 
$3 out of every $5 earned—still had to 
borrow $1,800,000 to finance needed re- 
placements and expansion. 

An automobile manufacturer— 
General Motors Corp.—served as an ex- 
ample of another big industry. GM has 
what probably is the largest dollar profit 
of any concern in the nation. It is a sum 
that is eyed sharply by members of Con- 
gress who see a chance to get a large 
slice of profits for the Government. The 
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Needed: A definition of profits 











FOR A .MEAT-PACKING FIRM, INCOME ROSE MORE THAN EXPENSES 
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—Westinghouse 


FOR AN ELECTRICAL MANUFACTURER, EXPANSION ATE UP PROFITS 


Industry’s case histories will influence legislation 





official record by Executive Vice Pres 
dent M. E. Coyle, follows: 
Income, before expenses, has be 


high for GM. Output of cars has increzill 
sharply over prewar levels. And Gj, 


ports the prices it receives are 75 ,, 
cent higher now than before the y 
Sales, consequently, have mounted f 


$1,377,000,000 in 1939 to a stagger 


$4,563,000,000 in 1948. 
Expenses, however, have risen gy, 
more. Wage rates in the company, me 
ured by average hourly earnings, are , 
ported as 77 per cent higher thay 


1941. Prices paid by the firm for materi 


often are more than doubled. 

Net income, as Mr. Coyle defines ; 
thus turns out to have increased my 
less than sales volume. Specifically. }, 
rise shown in those profits is from $]§ 
290,000 in 1939 to $401,929,000 in igs 
—a rise of 120 per cent after taxes, 

Margin of profit, as figured by G\ 
thus has dropped from 13.3 cents on ex 
dollar taken in during 1939 to 8.8 coy 
received from customers in 1948, Wh 
that adds up to, for the consumer, js 
manufacturer’s profit of $176 on a 
that sells for $2,000 at the factory a 
for something considerably higher at { 
dealer’s. 

Return on capital is another figw 
that Congress wants to know. On th 
score, the manufacturer has done betta 
Profits in 1948 are reported at just ov 
21 per cent of net worth—against // 
per cent in 1939 and nearly 27 per, ce 
in 1929. 

Outcome, for the company and it 
owners, is described by Mr. Coyle a 
follows: Stockholders, who got more tha 
four of every five dollars the compa 
earned in prewar years, have received 
shade more than one of every two dollas 
the company has earned—after taxes- 
since the war. In 1948, they are getting 
considerably less than one of every t\ 
dollars earned. Yet the company, alt 
keeping and plowing back $334,000.01 
in the firm since the war, still has had! 
get $223,000,000 in outside funds t 
finance its replacements and expansidi 
and get the working capital it need 
for a vastly expanded operation. 

The steel industry and its profit « 
perience also have been described ! 
Congress, with mammoth U.S. Ste 
serving as the example. What Congres 
was told of U.S. Steel’s experience } 
the chairman of its finance committee 
Enders M. Voorhees—is this: 

Sales of steel and other produc’ 
have increased sharply since prewar. U» 
Steel itself has shipped more  finishe 
steel in the first nine months of this ye 
than in all of 1940. Steel prices, too, # 
up. As a result, the corporation's dolla 
sales have risen from $1,079,000,000: 
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1940 to an annual rate of about $2,340,- 
00,000 this year, or more than doubled. 

Costs, for the company, however, 
shot up faster, on the basis of testi- 
mony. The labor bill, for example, rose 
from $464,300,000 to nearly $1,000,- 
000,000. Expenditures for materials and 
services have risen even more. 

Profits of U.S. Steel, thus, have in- 
creased from $102,200,000 in 1940 to an 
annual rate of $117,000,000 this vear. 
These earnings are after taxes and after 
what the company describes as deduc- 
tions necessary to cover higher costs of 
replacing that part of its plant and equip- 
ment that has been exhausted this year. 

Those profit figures are interpreted for 
Congress in terms of the steel that goes 
into automobiles, refrigerators and homes. 
The consumer finds that profits, as de- 
fined by Mr. Voorhees, have been 5 cents 
out of each dollar of sales by U.S. Steel 
and its subsidiaries during 1948. That is 
taken as the area in which Congress is 
looking for price cuts, or for more tax 
revenues. It is a profit margin far smaller 
than that of 1940 and, per testimony, 
only a third of normal for previous years 
in which operations were near capacity. 

Size of U. S. Steel’s profits in relation to 
capital being risked also was reported to 
Congressmen doing the background in- 
vestigation for possible legislation on 
price controls, excess-profits taxes and 
other proposals. As a per cent of net 
worth, those profits are described as just 
the same as in 1940—7.5 per cent. 

Distribution of profits by the largest 
steel producer gives stockholders nearly 
three dollars out of every five earned. 
As for the company, it retained—on the 
basis of testimony—$36,500,000 out of 
earnings in the first nine months of 1948, 
and still had to spend $58,000,000 more 
on property than was available from the 
year’s operations. 

What this shows, Congress has been 
told, is that U.S. Steel’s profits are at a 
record-breaking low in relation to volume 
of business. 

The oil industry is pictured as turn- 
ing an acute scarcity into abundance by 
spending most of its profits on the ex- 
pansion of the means of production. Ex- 
ample for this big industry was the Sun 
Oil Co., its president, Robert G. Dunlop, 
reporting the firm’s profit experience to 
Congress. Business, he explained, has 
been good for the oil industry, too. 

Net income of the company is re- 
ported to Congress at $45,598,000, after 
taxes and on an annual basis during the 
first half of this year. How big that is in 
terms of profit margin is indicated by 
the fact that each dollar of sales has 
brought 10.3 cents of profit. This com- 
pares, on the basis of testimony, with 
9.3 cents in 1939 and 5.4 cents in 1940. 
Sun Oil has been retaining out of its 
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announced earnings 82 to 88 cents of 
every profit dollar, and plowing those 
back into the business. 

Electrical manufacturers’ profit ex- 
perience, on the basis of the official rec- 
ord, is the story of rapid expansion of 
the means of production out of profits 
that increased while profit margins were 
trimmed. To illustrate what has hap- 
pened in this industry, Charles E. Wilson, 
president of General Electric Co., out- 
lined GE’s recent history for Congress. 

Profit margin of this manufacturer has 
been less than 7% cents on the sales dol- 
lar in 1948, against 12% cents in 1939. 
The company’s total net income is two 
and a half times as much as in 1939, 
while its total are five times as 
much as in the prewar year. While GE 
kept about 7 cents out of each dollar it 
earned in 1939, it now is retaining about 
half of its earnings. 

What is shown by these case _his- 
tories. in brief, is this: 

Corporation profits, at a record high 
in dollar totals, are not shown to be ab- 
normal in relation to volume of produc- 
tion and sales. The rise in total profits, 
in other words, is credited to the greater 
number of sales dollars, rather than to a 
bigger profit on each sales dollar. 

Profit margins, in the case of many 
corporations, are considerably narrower 
than they would be if those concerns 
charged all that the market would bear. 

Expanded output, which now is mak- 
ing supply meet demand in more and 
more products, has been made possible 
by the plowing back of a record propor- 
tion of these same profits—on the basis of 
testimony. 

What profits really are is something 
that Congress finds is not clearly defined. 
To one comp:ny, profits are net income 
after taxes and after the deductions of 
large sums that are not recognized as 
costs by the U.S. Bureau of Internal 
Revenue. Another company reports its 
profits to Congress both before and after 
taxes, without specia! deductions that are 
not recognized for tax purposes. 

Corporation A, for example, tells Con- 
gress that its 1948 profits are less than 
25 per cent of net worth. If those profits 
were reported on the basis used by Cor- 
poration B in its story to Congress, they 
would amount to more than 30 per cent 
of net worth—after taxes. Corporation A’s 
reported profit margin of weli under 10 
cents on the dollar would jump to nearly 
20 cents, before taxes. 

It is out of these reports, nevertheless, 
that Congress is getting its facts about 
profits. What at least one Senator thinks 
of the picture thus drawn is shown in 
subcommittee chairman Ralph E. Flan- 
ders’s statement that corporations made a 
better case for present profits than he 
anticipated. 
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FEWER STRIKES IN 1949? 


Layoffs Tending to Slow Wage Demand 


Fewer big strikes, smaller pay 
increases shape up as the outlook 
for unions in 1949. Another strike 
wave like that of 1946 is not in 
the cards. 

Factory layoffs, now appear- 
ing, are taking some of the steam 
out of fourth-round wage de- 
mands. Workers will hesitate to 
strike if loss of jobs is threatened. 


All signs now point to fewer big 
strikes in 1949 than in 1948. The de- 
cline in strikes that started after the 
record wave of 1946 seems likely to 
continue for another year. 

Unions will continue to demand wage 
increases as old contracts expire. They 
will want a fourth postwar round to 
follow the three previous rounds of 
1946, 1947 and 1948, and some will 
strike to enforce their demands. But the 
business outlook generally indicates a 
stiff resistance by employers to these 
fourth-round demands. Such resistance 
should make strikes so costly as to dis- 
courage many unions from calling them. 

Reluctance to strike will follow natu- 
rally in the wake of a business setback, 
if it comes. Layoffs now showing up will 
have their effect. When jobs are not 
plentiful and savings are low, workers 
prefer staying on the job at prevailing 
wages to walking picket lines. Even in 
the full-employment years of 1947 and 
1948, many union officials discouraged 
strikes, preferring to settle for increases 
considerably below those demanded. 
This reluctance shows up in the strike 
figures for 1947 and 1948, by compari- 
son with 1946, as shown in the accom- 
panying chart. 

Many industries will balk at paying 
fourth-round increases, and raises that 
are granted will be smaller than the 18% 
cents of Round 1, the 15 cents of Round 
2, or the 13 cents of Round 3. 

Factors that point to the possibility of 
fewer big strikes in 1949 are these: 

Worker objections to going out on 
strike are increasing. Wartime savings 
are exhausted. Workers cannot afford 
long strikes. They consider that the extra 
pay won by striking usually is taken 

away by higher prices. Now there is to 
be added the new fear that unemploy- 
ment is growing, and that they may not 
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be able to get their jobs back after 
trikes are settled. 

A shortage of jobs would make it 
nore difficult to win strikes. Employers 
would find it easier to recruit  strike- 
beakers, to keep their plants going, with 
resultant loss of strikes by unions and 
possible loss of contracts. In times of un- 
employment, unions no longer can help 
i finance their strikes by allowing 
grikers to take temporary jobs elsewhere. 

Union leaders also may find that many 
fms cannot afford long strikes. If a 
trike may put a company out of busi- 
) ness, or cause layoffs through reduced 

output later on, a union will hesitate to 
order a walkout. Workers in these plants 
will be even more reluctant to strike if 
they feel that they are gambling future 
work against an uncertain pay raise. 

Fear of legislation may act as a 
damper on big strikes. Union leaders, in 
a year when they hope for repeal of the 
Taft-Hartley Act, will not want to stir 
up sentiment for more restrictions on 
strikes. The big strikes of 1946 are 
blamed by some union leaders for 
bringing Republican control of Congress 
that year and subsequent passage of the 
Taft-Hartley Act. 

Price weaknesses in various con- 
sumer lines add to the complications for 
union leaders in mapping strike strategy. 
In a few cases, unions have held back on 
fourth-round wage demands in industries 
that are experiencing marketing troubles. 
This is true, for example, in clothing. 
Other unions are likely to experience this 
dificulty before the fourth round reaches 
| aclimax about mid-1949. 

Pay cuts, on the other hand, might 
inspire more labor trouble in 1949 if 

| they were attempted by management to 
any extent. Union leaders probably 
would be forced to take a firm stand 
against reducing wage rates. Take-home 
pay, however, might be lowered by re- 
ducing the work week, which is al- 
ready happening in some cases. 

Communists will try to foment strikes 
in various industries, if Moscow does not 
change the party line. The idea will be 
to incite union members against right- 
wing union leaders by claiming that these 
leaders are not fighting hard enough for 
raises, Efforts probably will fail in most 
cases. Where leftists control unions, 
they may find it difficult to cause strikes 
because many of these unions were weak- 
ened by the factional fighting inside CIO. 

If the general trend is away from big 
strikes in 1949, it would continue a 
trend shown by the Bureau of Labor 
Statistics in its reports on strike activity 
in 1946 and 1947, and by unofficial esti- 
mates for 1948, 

The chart on page 50 shows how 
this trend has developed, 

In 1946, all prewar or wartime rec- 
ords were broken, with 4,985 strikes in- 
volving 4,600,000 workers. Working time 
lost in strikes was 116,000,000 man-days. 
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In 1947, there were 3,693 strikes af- 
fecting 2,170,000 workers and leading to 
34,600,000 man-days of lost time. This 
was a reduction of nearly 1,300 strikes 
from 1946, and they involved less than 
half as many workers. The walkouts also 
were shorter in duration, the lost time 
being less than one third the 1946 total. 

In 1948, the number of strikes fell to 
an estimated 3,300. Official figures are 
not yet available, but estimates place the 
number of workers involved at about 
2,000,000, and time lost at about 33,- 
000,000 man-days. Compared with 1947, 
this represents nearly 400 fewer strikes 
with 170,000 fewer strikers and a de- 
cline of 1,600,000 man-days lost. 

Before the war, the BLS reports, the 
1935-39 yearly average was 2,862 strikes 
involving 1,125,000 workers and 16,- 
949,000 man-days of lost time. 


WHAT RAIL WORKERS 
ARE LIKELY TO GET 


New railroad wage negotiations, about 
to start, are expected to end with a 
shorter work week and a pay raise for 
nonoperating employes, and an increase 
in freight rates that will add to costs for 
many lines of business. 

The outcome of negotiations is ex- 
pected to bring these results: 

A 40-hour week is probable for 16 
unions representing 1,000,000 nonop- 
erating employes—clerks, maintenance 
crews, yard employes and others. The 
shorter work week is not likely to be- 
come effective until next September. 
These workers now are on a 48-hour- 
week schedule. 

Wage rates are likely to be raised 20 
per cent to give employes the same basic 
rate for a 40-hour week as they now 
get for 48 hours. This increase is ex- 
pected to take effect with the change in 
schedule, next September. 

An immediate raise of 7 cents an 
hour also is likely. This is a third-round 
increase for the nonoperating group. 
Other rail workers in five operating 
unions lately received 10-cent increases. 

The cost to the railroads of putting 
these changes ‘into effect is estimated at 
$340,000,000 for 1949. This estimate 
was offered by the presidential fact-find- 
ing board that recommended the changes. 
The figure includes $190,000,000 for 
the 7-cent raise and $150,000,000 as the 
cost of the 40-hour week for the remain- 
ing four months of the year, if it is 
placed in operation in September, as 
recommended. 

The annual cost of the 40-hour week 
is estimated at $450,000,000 by the 
board. However, the board predicted 
it will be reduced in 1950, and there- 
after, because of modernization of equip- 
ment and changes in operation. 

Freight-rate increases thus seem to 
be inevitable, with resulting higher pro- 








duction costs for industry as a whole. A 
request for an 8 per cent increase in 
freight rates, now pending before the 
Interstate Commerce Commission, was 
designed to cover expense of an im- 
mediate wage increase for all rail work- 
ers plus higher material costs. Any added 
cost due to change-over to a 40-hour 
week presumably would bring a new 
request from the railroads for further 
freight increases when the shorter work 
week becomes effective. 

The unions are asking that ‘the 40- 
hour week be put in effect before Sep- 
tember, but the railroads are expected 
to refuse. The fact-finding board, headed 
by William M. Leiserson, recommended 
the delay in change-over to allow rail- 
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roads time to adjust their operations to 
the new schedules. 

Union strategy in declining to ac- 
cept or reject the recommendations at 
this time apparently is based on the hope 
that further concessions can be won on 
the wage question. The unions, however, 
indicate that they expect a settlement to 
be reached within 30 days from the 
start of new negotiations, January 5. A 
strike is not expected. 

Union officials object to getting only 
a 7-cent raise at this time. They argue 
that the nonoperating workers are en- 
titled to the same 10-cent raise given to 
other rail employes. Also, union leaders 
point to the 13-cent raise given in most 
industries in the third round. The union 
leaders also complain’ that the board 
should have made the immediate pay 
increase retroactive to May, when nego- 
tiations began, rather than to October, 
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ABOUT TAX SAVING BY SALE OF CAPITAL ASSET; 


A popular pastime for many taxpayers 
at this period is to try to figure out ways 
to take advantage of the ceiling on the 
tax that applies to capital gains. 

The tax on gains from sale of lt 
assets has a practical ceiling of 25 per 
cent. The tax on other income has a 
ceiling of 77 per cent. If there are ways 
for individuals to convince the Treasury 
that income really is from a capital gain 
and is not straight income after all, tax 
savings often can result for 
large income. 

General of the Army Dwight D. Eisen- 

‘hower, for example, was able to classify 
income from the sale of his memoirs as 
an actual gain from the sale of a capital 
asset. On a reported sale price of $1,000,- 
000, he would be able in this way to 
keep $750,000, where he would have had 
only about $250,000 left if the $1,000,- 
000 were taxed as ordinary income. 

Amos ’n’ Andy followed. The creators 
of these two characters sold their radio 
program as a piece of property. They are 
reported to have realized about $2,000,- 
000 from the sale. This was taxable as a 
capital gain, at a rate of 25 per cent, 
leaving $1,500,000. This means that an 
estate was created all at once. To accumu- 
late $1,500,000, with the regular income 
tax at its present rate, might be impos- 
sible or take years. But it can sometimes 
be done at one stroke under the capital- 
gains tax. This example brought forth 
plans for doing the same for other 

projects. 


Is the way open for anybody to try to 
take advantage of the capital- 
gains tax ceiling? 

Yes. Anybody can try to convince the 
Bureau of Internal Revenue that income 
is a capital gain and not ordinary in- 
come. For most people, however, that 
effort will be futile. Tax savings usually 
result only for persons who are able to 
realize sizable incomes and who are in 
special situations. 


Are there set rules that apply to capi- 
tal-gains taxation? 

That had been the idea, although there 
now is some question about how elastic 
those rules are. Something may have been 
started in the Amos ’n’ Andy rule, as in 
the Eisenhower case. Also, there is evi- 
dence that BIR is not too happy over the 
situation in which it finds itself as people 
come in with plans for saving taxes under 
the capital-gains method. 


What is the theory of this taxation? 

The theory is that profit from the sale 
of capital assets usually represents some- 
thing different from ordinary income and 
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should be taxed on a different basis. (In 
Britain, there is no tax on gain from sale 
of a capital asset and no tax offset when 
there is a loss.) Under the capital-gains 
rules, where assets are held for more than 
six months, the maximum tax on gains is, 
in effect, 25 per cent. This principle is 
applied largely on the sale of securities, 
real estate and other property. Some- 
times, however, it is possible to use this 
principle on the sale of other types of 
capital asset. 


What specifically is involved in the 

Amos ‘n‘ Andy case? 
The creators of these two radio characters 
sold all rights to Amos ’n’ Andy to the 
Columbia Broadcasting System. The price 
was reported to be around $2,000,000, 
though some reports placed the figure 
higher. Then the Bureau of Internal 
Revenue was asked if this could be 
treated as a sale of assets, with the 
transfer of the property rights in the ficti- 
tious characters. BIR is reported to have 
ruled privately that it could be. That 
meant that a maximum tax rate of 25 
per cent would apply to proceeds from 
the deal, instead of 75 per cent for ordi- 
nary income. The creators of the parts, 
under a separate contract, were engaged 
by the broadcasting company to play the 
radio characters at their old salaries. 
These salaries will be taxed as regular 
income. 


On what grounds are others seeking 
to apply capital-gains taxation to 
themselves? 


Other radio figures are looking into the 
possibility of saving taxes by selling their 
shows and then hiring themselves out to 
act the parts. But, before they can treat 
the income from such transactions as 
capital gains, they must convince the 
Bureau of Internal Revenue that there 
actually is a transfer of property or other 
assets. Where a radio or movie enter- 
tainer sells only his services, and does 
not sell any actual assets, BIR holds that 
the payments must be taxed as regular 
income and not as capital gains. 


Another radio entertainer, Jack Benny, 
following the lead of Amos ’n’ Andy, is 
switching his program to the Columbia 
Broadcasting System. Mr. Benny is re- 
ported to have negotiated with CBS for 
outright sale of stock in his incorporated 
entertainment company for a large sum. 
This company operates various businesses. 
The Treasury was asked, before the deal 
went through, whether the gain from a 
transfer of this stock in the entertainment 
corporation could be treated as a capital 
gain for tax purposes. 


When an entertainer sells his show ., 
future services, BIR usually looks clog 
into the deal before permitting ¢ capity 
gains treatment of the profits Th 
Bureau wants to be sure that none of 
sale price actually represents salary ; 
the salary of an entertainer in the futue 
is to be much lower than in the pay 
BIR might insist that part of the pu. 
chase payment be taxed as ordinary 
come, rather than as a capital gain, 


Next, can the capital-gains rule he 
applied to sale of other by. 
nesses? 

Yes. A person selling a business Usual 

can treat his profit from the sale 

capital gain, with a Maximum tax of 3 

per cent on this income, The seller cz 
agree to work for the new owner ~ but ki 
salary will be taxable as regular incop 
Here. too, BIR is likely to look into 
entire transaction in regard to purchas 
price and salary. It will want to be sy 
all the purchase payment was made { 
capital assets, and was not in effec 
payment toward future salary, 


What was involved in the Eisenhowe 
case? 

General Eisenhower was allowed to tre: 
his earnings from sale of his memoirs; 
a capital gain, rather than as ordina 
income, under already existing rules, Thi 
was because he is not a_ profession: 
writer, his writings being only incident: 
Professional writers usually have to pu 
regular tax rates on their incomes, thoug 
they sometimes can spread such incon 
over 36 months for tax purposes. 


Wili BIR answer queries on tax treat: 
ment of income? 

Yes. BIR has a special unit to answer 
questions about rules for treatment d 
income for tax purposes. It replies to 
about 20,000 queries a year. Such ques 
tions will not be answered, however, i 
BIR agents have started investigation d 
income tax returns of the questioners. 


Is BIR trying to get the capital-gains 
rules changed? 
Not at this time. Moves by radio and 
movie entertainers and others to take 
advantage of the capital-gains rule have 
not brought suggestions from the Bureal 
for changes in the law. But several men 
bers of Congress have asked the ta 
agency for explanations of the method 
used by radio figures in saving taxes 0 
income from sale of their shows. Iti 
possible that their investigations mi 
result in proposals for tightening of th 
tax law on capital gains at the comitf 
session of Congress. 
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duced hours of work to hold work 
forces together. Beginning in Oc- 
tober, however, the layoff rate be- 
gan to rise sharply in textile, ap- 
parel and leather industries. 
Employment in nonagricultural firms 
fell to 45,701,000 in November, 
down 171,000 for the first Novem- 
ber decline since before the war. 


Textile and apparel companies have 
cut working time two hours per 
week below a year ago. Declines 
since August, 1948, averaged three 
hours in plants producing draperies, 
curtains, bedspreads, millinery, 
men’s hats, and some kinds of cloth- 


nied workers’ request for a 10-cent 
hourly wage increase. Major pro- 
ducers of shoes, millinery and men’s 
hats are holding out against wage 
demands. 


Prices, as shown by the top chart, 


have turned down ar wholesale and 
retail. The cost of living fell in 


Bi Manufacturing jobs fell to 16,403,- ing. They averaged two hours in November for the second straight 

ofessions 000, down 173,000. Textile, ap- woolen and worsted manufactures, month, and another drop is prob- 

ncident; parel and leather industries cut em- one hour in cotton manutactures. able for December. Backes 

ve to pa ployment more than seasonally. Leather-products companies have re- The fall in output of soft goods— 

s. thoud Average hours worked per week duced the work week by nearly largest since the war—has_ been 
: three hours since a year ago. De- cushioned so far by heavy demand 


h income 
5. 


fell to 39.8 in November, compared 
with 40.4 a year ago. Hours aver- 
aged 39.2 in soft-goods industries, 





clines since August average two 
hours in boot and shoe plants, one 
hour in leather gloves and mittens. 





























for durable goods. Deflationary 
forces are growing, but still do net 
have the upper hand. 
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Excess-profits tax plan is in 
trouble in Congress, may yet be 
thrown out as a threat to U. S. 
business growth. 

Business attacks on the plan 
are taking hold, are causing Con- 
gress to look around for other 
ways to raise revenue in 1949. 

Telling argument is that ex- 
cess-profits tax might favor big, 
established companies, penalize 
smaller, growing competitors. 


A case history of how an excess- 
profits tax would work in peacetime is 
provided for tax planners in Congress. 

The history in this particular case is 
that of the Studebaker Corp. It was 
outlined by H.S. Vance, president of 
Studebaker, for a joint congressional 
committee investigating business. 
Committee members were interested 
in the description of how an excess- 
profits tax would apply to Studebaker. 

Other practical examples will be of- 
fered before Congress gets down to shap- 
ing tax policy, but this one provides a 
preview of what they are to show. 

The Studebaker case, involving a 
relatively small but growing automobile 
manufacturer, revealed some of the prob- 
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—Russell in Los Anyrics Times 


‘NOTHING TO FEAR‘—TRUMAN 
54 


lems that businessmen see in a peace- 
time tax on “excess” profits. 

Since before the war, Studebaker’s pro- 
duction of cars and trucks has jumped 
from 2% per cent to 4% per cent of the 
automobile industry’s total. 

On a production of 119,509 cars and 
trucks in 1940, the firm earned a profit, 
after taxes, of $2,124,000. In 1948, Mr. 
Vance estimates output at 230,000 ve- 
hicles, and after-tax profits at $18,000,000. 

Between Jan. 1, 1945, and Sept. 30, 
1948, the company invested $23,000,000 
in new plant and equipment. In this 
same period, with growing volume and 
higher costs, the company had to lay 
aside more money for working capital. 
To finance all this, it plowed most of its 

















—Summers in Buffalo Evening News 


‘CHECKING THE WINDS‘ 


earnings back into the business, and still 
had to borrow a total of $18,000,000. 

The question that arises in Congress 
is whether the Studebaker Corp, could 
have financed this growth if it had been 
required to pay an excess-profits tax out 
of its earnings. 

The wartime excess-profits tax was re- 
pealed at the end of 1945. That, Mr. 
Vance argues, is the thing that gave the 
company its chance to grow. Here is 
what he told the committee: 

“If we had had to pay the wartime 
excess-profits tax throughout the period 
involved, our earnings, after taxes, would 
have been reduced by more than $12,- 
000,000, Assuming that we had paid the 
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PROFITS TAX: PENALTY OF GROWTH? | 


What the Levy Would Do to One Compy 
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—Dowling in New York Herald-Tritg 


‘NO TRICKS NOW’ 


same dividends (incidentally, our sto 
holders have received less than 20» 
cent of our profits in the last 14 yea 
we would have had to borrow not $i! 
000,000, but $30,000,000 to carry 
our postwar expansion program, 

“However, I am sure that if the w 
time excess-profits tax were still in efel 
it would have been impossible for wi 
borrow all these funds, Therefore, j 
would have had no choice but to shai 
curtail our program.” 

These calculations are based upona 
cess-profits tax levels that applied durig 
the war, What is proposed now is a mit 
ified version of that tax, Under an # 
ministration bill offered early this yee 
by Representative Dingell (Dem.), 
Michigan, the “normal” earnings bw 
would have been increased, and eal 









corporation would have been given al ae 
$50,000 tax exemption, Quoting the Sw ie 
debaker president on how his compaijy “0% 
would have made out under the relative cold w 
easier burden of the Dingell plan: expenc 
“I feel that the results would have bee . 
much the same had the excess-profits Pi " 
proposed in the Dingell bill been in effet gm DE ext 
As nearly as we can figure, the rates prj SUSe! 
posed in the Dingell bill would haver oe 
duced our earnings after federal incot east t 
taxes, for the three years and il =: 

months, by more than $8,000,000, I fied? 
other words, what I am saying is th Fn 
Studebaker’s growth in the postwar F e ( 
riod would have been greatly curtailed. “Y, § 
DECEA 
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ot made impossible, under either of 
ese excess-profits tax plans. 
Then, on the general principle of the 
-profits tax: 
“y vl concerned because nothing 
4 Jould check our growth more quickly. 
There is justification for a wartime excess- 
| ofits tax, I realize that, if Government 
pxpenditures continue to expand, there 
ay be a need for increased Government 
evenue. However, if part of the added 
avenue required is to be obtained from 
axes on corporation profits, I firmly be- 
‘eve it should be done in such fashion 
at all corporations share the burden 
pquitably.” 
A preview of debates to come is pro- 
ided in the committee record of an ex- 
hange between Mr. Vance and Senator 
‘Mahoney (Dem.), of Wyoming, the 
atter an advocate of the excess-profits 
ax, Some excerpts from the record 
ow: 
tor O'Mahoney: “Now, then, I 
ted . . . your statement, “There is 
ystification for a wartime excess-profits 
ax’ What is the justification for a war- 
ime excess-profits tax in your opinion?” 
Mr. Vance: “Well, I think the justifi- 
ation is this, sir, as in the situation we 
ad in a recent war: Industry, and I am 
alking now about industry and not other 
ines of business, industry such as ours 
ompletely abandoned the usual kind of 
roduction, We did not build any cars 


















































« trucks for the public during that pe- 

tied. We devoted ourselves entirely to 

2 OUT Slt var production, and, had we had in that 
han neriofl an increase in our profits, it would 
be a have been directly the result of war pro- 
i pee 7 duction, That is what I mean, and cer- 
“iY ainly we should not have profited by 
re J such a situation.” P 
ill in fe Senator O‘Mahoney: Then I take it 
le foral that your meaning is that with respect 
srefore ugg that part of its product which industry 
t to shanifsells to Government for a general public 
“Bpurpose, as in wartime, it would not be 

d upon justified in obtaining an excessive profit?” 
lied dui Mr. Vance: That is correct, and I go 
vis amir? further and say this, that during 
ler an Ag his war period the competitive situation, 
, thee which in normal times is our great con- 
Dem.) ce, is in a sense frozen, and it could 





not change during the war period because 


rings bis : Sue 5 
wewere not producing our normal things. 


and ead 






ivenafie Senator O‘Mahoney: “Now we find 
'e the Suge CSelves involved in what many public 
g the St 





leaders and most headline writers call a 








il cold war . . . If it should appear that the 
we expenditures which are, necessarily, to 
have bese 0€ made by Government to carry on that 
profits ta battle for peace, I prefer to call it, have 
vin effete the effect of dislocating the economy be- 
rates pio °4use it creates a greater demand than the 
| haven “isting supply, do you not say that, at 
al incon !east to the extent to which that is done, 
and rite SUch an excess-profits tax would be justi- 
0,000, le fed?” 

g is ti) Mr. Vance: “I don’t believe it is pos- 
stwar pf ible during the conditions that exist to- 





rtailed.fe day, Senator, to distinguish between those 
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By serving Industry 
Fansteel serves everybody 


Fansteel Metallurgy is a world-wide service. Civilization de- 
pends upon Fansteel for small but vitally necessary metal parts, 
whose functions are accepted by everyone with little or no 
thought. An automobile starts. A refrigerator turns on or off. A 
train rushes safely through the night. A plane lands in the fog. 
An urgent call sounds through the hospital corridors. A thou- 
sand radio programs ride invisible waves. A sand hog drills 
through buried rock. An unattended substation brings light to 
a rural community. Oil and gas move underground through 


welded pipe lines. 


TO INDUSTRIES 


No products of Fansteel are sold directly to the public. In- 
stead, Fansteel works with and for industries, supplying un- 
usual metals, alloys, parts and sub-assemblies, each developed 
to perform a vital function, or to resist destructive effects of 
heat, corrosion, wear, erosion or impact. Fansteel welcomes dis- 
cussions of difficult metallurgical problems. Fansteel Metal- 


lurgical Corporation, North Chicago, Illinois. 





PRODUCTS OF FANSTEEL AND ITS SUBSIDIARIES 
* 

Electrical Contacts Tungsten Carbide 

Selenium Rectifiers Vascoloy-Ramet* Carbide Tools and Dies 

Powder Metallurgy Products Weiger-Weed Resistance Welding 

Fansteel-Balkite * Rectifiers Electrodes, Holders, Dies and Alloys 

Fansteel-Balkite* Arresters High Strength, High Conductivity 

Tantung* and Tantaloy* Metals Copper Base Alloys 

Tantalum, Tungsten, Fanweld* Hard Facing Metals 
Molybdenum, Columbium Surgical Tantalum Products 

Acid-proof Chemical Equipment Tempered Soldering Tips 

Tantalum Carbide *Reg. U.S. Pat. Office 
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AN INDUSTRY THAT SERVES INDUSTRIES 
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» Annual Forecast For 1949¢ 


The Most Comprehensive and Profit Pointing 
Survey ever issued by this service. 


“Twenty-four (24) pages of facts, figures and predictions. Our definite 
market opinion on all active listed common stocks. Another section 
will provide a complete list of low-priced stocks priced from 1 to 20 
which we rate ‘‘above average” or higher. 


In addition to the wide range of specific securities covered, this report 
will include original Investment Studies on the kind of securities offering 


you the best prospects for 1949, 


bal Mail $1. with this Ad and your name and address for the 
important Annual Forecast for 1949. At no added cost you 
will get the next 3 issues of Poor’s Investment Advisory 


Service. 


OFFER OPEN TO NEW READERS ONLY 


POOR’S INVESTMENT ADVISORY SERVICE 


Published by Standard & Poor’s Corporation (Established 1860) 
345 Hudson Street, New York 14, N. Y. A 304-705 
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Changes of Address 


Notice of change of address should 
be sent not less than two weeks 
prior to the date change becomes 
effective. Send the address at 
which copies are now being re- 


ceived and the new address at 


which you wish to receive copies. 


U.S.News & World Report 


Circulation Department 


435 Parker Ave., Dayton 1, Ohio 
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PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 
Common Stock Dividend No. 132 


The Board of Directors on December 
15, 1948 declared a cash dividend for 
the fourth quarter of the year of 50 
cents per share upon the Company's 
Common Capital Stock. This dividend 
will be paid by check on January 15, 
1949, to common stockholders of record 
at the close of business on December 
31, 1948. The Transfer "Books will not 
be closed. 


E. J. Becxertt, Treasurer 


San Francisco, California 








30 Rockefeller Plaza 





“MUST” NEWS 





The Management 
Staff, the Production 
Staff, the Engineering 
Department, and the 
officials responsible for 
sales, distribution, and 
transportation — these 
men and their assistants 
naturally are cover-to- 
cover readers of U.S 
News & World Report 
because they must keep 
informed on national 
and international 
trends—which today, 
more than ever, is 
“must” news. 


Advertising in this magazine 
gains prestige and importance 
when appearing next to this 


important ‘‘must”’ news. 


U. S. News & World Report 


Advertising Department 


New York 20, N. Y. 
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profits which are the result of, let ys, 
a cold war, and those which are the je) 
ot legitim: ate business competition 
Through Mr, Vance, Senator O'y, 
honey sought to assure busine >ssmen th 
what he wanted was an eXCess-profitss 
that would permit business growth, 4, 
record quotes Senator O’Mahoney: 
“So far as I am aware, there has beg 
no recent proposal from any source 
the so-called wartime excess-profits; 
should be reinstituted. It has beea 
ognized, I think, that much difficyly, 
involved in selecting a proper base p, 
riod, particularly when one takes into gy, 
sideration the desirability Of encouragiy 
small competitive business, : 
“I can see how an excess-profits ; 
might, if it were not properly drayy 
operate in such a fashion as to favor ty 
big fellow to the disadvantage of ¢ 








—Harris & Ewing 
STUDEBAKER‘S VANCE 
An argument telling enough... 


little fellow. And it was for that reasw 
that, when I proposed an excess-proit 
tax amendment to the tax bill whent 


was last pending before this Congress! 


sought to change the method of exemp 
tion so as to grant recognition to th 
small business, a recognition of the ¢ 
sirability in the public interest of havi 
small, competitive, unaffiliated business 
grow. 

“It would be my thought that thi 
should be the principle which shoul 
govern any excess-profits tax now.” 

Then this exchange: 

Senator O’Mahoney: 
you now whether, in your opinion, y" 
feel that if the Government found its! 
confronted with the necessity of levyitt 


new taxes in order to balance the budge 


bearing in mind that . the reason th 
budget will be unbalanced, if it is ut 
balanced, will be that to maintain the 


U. S. NEWS & WORLD REPO! 
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Army and Navy and to draft the young 
men into the Army and to build airplanes, 
the Government has to increase expendi- 
tures—in such circumstances, do you wish 
this committee to understand that it is 
your opinion that an excess-profits tax 
should not be imposed in any form at all?” 

Mr. Vance: “No, sir.” 

Senator O'Mahoney: “Thank you, 
si.” 

Mr. Vance: “Now, I should like to 
add, my only objection to the excess- 
profits tax is that as it has operated in the 
past, I feel that it has been a very serious 
retardant to a company like ours that is 
trying to grow, That is my point.” 
‘Senator O’Mahoney: “It should not 

< 

Behind the fears of Studebaker and 
other companies that are up against big, 
established competitors is the fact that 





—Harris & Ewing 
SENATOR O’MAHONEY 
... to make Congress keep looking? 


“excess profits,” for purposes of such a 
tax, generally are measured on the basis 
of a company’s earnings in some previous 
“normal” period, For example, under the 
wartime excess-profits tax, the four years, 
1936-39, were taken as a period of “nor- 
mal” earnings. With some adjustments, 
any wartime profits that exceeded the 
average earnings of that base period were 
considered “excess profits.” 

Thus, the question now posed for Con- 
gress is whether an excess-profits tax can 
be written that will not place the heaviest 
burden on companies that have grown 
most since the base period. Mr. O’Ma- 
honey thinks it can, Most businessmen 
doubt it. Congress, more and more, has 
misgivings about the whole idea of an 
excess-profits tax. Members will want to 
study the Studebaker case, and many 
others like it, before agreeing to a revival 
of such a tax. 
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We try to keep 5 years ahead 
of the babies! 


They’re being born in record 


numbers these days. 4 million 
babies last year — 12 million since 
the war! 

They make one very important 
reason for the giant expansion 
program of the business-managed 
electric companies. Another 
reason is that everybody's appe- 
tite for electric service is getting 
bigger — in towns and on farms, 
in homes and in industry. 

Ordinarily, the power com- 
panies work about 5 years ahead 
for growing electricity needs. (It 
takes a long time to plan, build 
and equip power plants.) 

Today, in addition, we’re work- 


ing hard to catch up with much 


needed construction we could not 
do during the war years! 

It’s the biggest peacetime con- 
struction program in America’s 
history. Already, in two years, it 
has added as much new electric 
power as 147 cities, of 100,000 
people each, normally use! 

This nation-wide project is 
made possible by the savings of 
millions of Americans who are 
investing in the business-managed 
electric companies. 

How is this money being spent? 
It pays for new power plants and 
additions to others — thousands 
of miles of wire — new equipment 
in vast quantities—and thousands 


of new jobs. 


e Hear Helen Hayes on Tue Etectric THEATER Sundays, 9 P.M., EST, CBS. 


America’s business-managed, tax-paying 


ELECTRIC LIGHT AND POWER COMPANIES* 


* Names on request from this magazine 
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1 HAVE A “U.S.” 


ELECTRIC PLANT... 













1500 to 7500 WATTS 
Storms can't shut off your 
oil burner; frozen food 
won't thaw; and you need 
never be in darkness with 
o *'U.S."' stand-by Elec- 
tric Plant. It's cheap in- 
surance! 


1500 to 15,000 WATTS 
In case of high-line fail- 
ure a ** ** unit can 
keep your farm,*’going."’ 
It operates pumps, fur- 
nace, locker, refrigerator, 
milker, separotor, radio 
etc. 


oo o EVM Da Vale] Oo 


ieee 1500 to 140,000 WATTS 


In many industries the 
damage caused by just 
one power failure would 
justify and pay for a 
“‘U.S."" unit. These units 
prevent spoilage — los? 
production — lost profits. 


You'll find “U.S.” units in vital spots 
throughout the world. For over 30 
years United States Motors has been 
building the World’s most complete 
line of engine-generator units. They’re 
noted for their dependability. 


Write or wire, stating type of plant in 
which interested. 


UNITED STATES 
MOTORS CORP. 


585 Nebraska St. 
’ Oshkosh, Wis. 
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What you as a businessman CAN and CANNOT ; 
as a result of federal court and administrative decision, 


YOU CANNOT expect the National 

Labor Relations Board to set aside a 
collective-bargaining election in your 
plant merely because a foreman took an 
active part in organizing the union. The 
Board rules that such action by a foreman 
does not justify the employer’s refusal to 
bargain with the certified union, so long 
as the foreman did not actually coerce 
the employes to join the union. 


* * * 


YOU CAN usually file a joint in- 

come tax return with your wife 
even though you and she use different 
accounting methods. The Chief Counsel 
of the Bureau of Internal Revenue says 
that different accounting systems do not 
bar a joint return by husband and wife, 
provided their accounting methods clear- 
ly and accurately reflect their incomes. 


* * * 


YOU CAN accept an order from a 
European nation for goods to be de- 
livered in the first quarter of 1949 under 
the European Recovery Program even 
though the procurement authorization 
was issued by Economic Co-operation 
Administration for the fourth quarter of 
1948. The ECA announces this extension, 
but emphasizes that all such deliveries 
must be made before April 1, 1949. 


* * * 


YOU CAN now export corn, rye 

and rye flour to countries of the 
Western Hemisphere and the Philippines 
without getting an export license from 
the Office of International Trade. Export 
controls for these items are discontinued. 


* * ¥ 


YOU CANNOT expect an early end 

of the British token-import plan, 
under which U.S. manufacturers may 
ship certain goods to the United King- 
dom even though their importation had 
been banned as a wartime measure. OIT 
reports that the British Government will 
continue this import policy through 1949. 


* * * 


YOU CANNOT, as a coal dealer, 
avoid paying Social Security taxes 
for workers you hire to store coal in bins 
of your customers. A federal circuit court 
holds that such workers are employes of 
the dealer, for purposes of the Security 
taxes, and he must pay these taxes. 


YOU CAN, as a landlord, start | 

action to evict a tenant without wai 
ing 60 days after serving notice on hip; 
move. A State supreme court deg, 
that the 60-day notice required by 4 
Housing and Rent Act before a teyy: 
can be compelled to move does not by 
legal action by a landlord during }, 
period to repossess his property, 4 


* * * 


YOU CANNOT indirectly encour 

antiunion workers in your plant ; 
prevent prounion employes from goig: 
to work, without running the risk of by. 
ing cited for unfair-labor practices | 
circuit court of appeals agrees with; 
ruling of NLRB that an employer my 
protect his union workers from threats] 
antiunion employes. 


* * * 


YOU CANNOT count on being d 

lowed by the Securities and £ 
change Commission to delay the filing ¢ 
your company’s annual report und: 
the Securities Exchange Act unless yq 
have substantial reasons for a postpone 
ment. SEC reveals that it is discontin: 
ing its liberal policy of extending flix 
dates, which prevailed during the wa 





* * * 


YOU CAN probably disregard th 

federal wage-hour law in regard' 
employes who prepare plans and speci: 
cations for buildings about to be cor: 
structed. A federal district court rules i 
one case that such draftsmen are n¢ 
covered by Fair Labor Standards Aci. 


* * * 


YOU CAN sometimes get NLRB t 

make an exception to its rule that i 
contract for a two-year period bars a nev 
collective-bargaining election durin 
the term of the contract. The Board call 
for a second election within two years it 
one plant where only a small percentag 
of the present workers were employe 
when the contract was signed. 


* * * 


YOU CAN obtain a report on th 
wartime rubber industry in Ge 
many. The Office of Technical Services 
announces that thé survey may bk 
bought for 90 cents a copy from th 
British Information Service, 30 Rocke: 
feller Plaza, New York 20, N. Y. 





Conclusions expressed in these paragraphs are based upon decisions and rulings 0 
courts and Government bureaus. In making their decisions, courts and bureaus conste! 


many facts which, for reasons of space, cannot be set forth in detail. U. S. News & W 
REporRT, on written request, will refer interested readers to sources of this basic mat 
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>> Tempo of recovery in world business will be slowing down in 1949. 
Supplies of most things will be bigger in 1949. For most users, return to 


encouras 
r plant ; 











TOM goit normal stocks is ahead in coal, lumber, rubber, textiles and, given good weath- 
occ | er, in wheat, corn, cotton, Sugar. Shortages will persist in steel, most metals, 
es with ; meat, fats and oils, rice. Even these will be less scarce as the year uncoils. 
tbe Prices, generally, are expected to ease some more in world trade lanes. 
j Price tags are to get more important. Race for export markets is to quick- 
en. Buyers will be choosier. Selling will be harder. Many markets will con- 
being tinue to be limited by import and exchange controls. 
and § Focal point of big sales drives by exporters in Europe, Latin America and 
i the Orient will be the U.S. and Canada. Dollars are still needed desperately. 
inless y; World recovery means the American manufacturer and farmer are to have more 
postpon of a scrap on their hands to hold markets, both at home and abroad. Crowding in 
ie the market place will produce squawks, especially as U.S. business declines. 
the wa 
>> The European Recovery Program faces big tests in 1949..... 
gard the In the U.S., the first hurdle is providing more money for ERP. Almost 
regard t $6,000,000,000 will be asked by the Economic Co-operation Administration to carry 
—_ aid through June 30, 1950. Western Europe feels this money is in the bag. 
t rules What worries Western Europe more is the strings that might be attached. 
Apes Buying with ECA funds may have to be concentrated more heavily in the ex- 
pensive U.S. market, as more American products move into surplus position. Amer- 
— ican businessmen will see in the aid program a way of shoring up sagging sales. 


le that Also, American business and labor may make attempts to cut down competing 
Urs a nel imports from the recovery countries. Line will be that U.S. dollars are being 
ee used to build up competition. That feeling will grow as Europe recovers. 

years i American shipping interests will undoubtedly try to have more U.S. ships 
reentag used in the aid program, whether economical or not. Maritime countries, such as 
— Britain and Norway, had counted on earning more dollars through shipping. 








>> Within Western Europe, recovery now is to move at a slower pace..... 


thi - : 
a Production progress in 1948 was notable. But now there are signs that fur- 








eI: 

si ther gains are going to come hard. Apparently, capacity operations are being 

as approached in more countries. Biggest drag now seems to be low productivity of 

Rocke- workers. Many of the fuel, food and raw-material bottlenecks are broken. 
Inflation will go on the defensive in the new year. Supplies now available 

lings of should take the wind out of inflated prices, if the people with goods will put 

considet J them into the legitimate market. Such evasion of controls still is a big problem. 

Le | pe 
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WORLD COMMERCE-INDUSTRY-- (Continued) 


Most important task for 1949 in Western Europe is financial. 
press hard for balancing of budgets and stabilizing of currencies. Taxes wil] 
go higher. Credit controls will get stricter. Savings will be encouraged. 
Money troubles, however, aren't to be solved in 1949. Most to be hoped for 
is a little more confidence in the franc, the lira, the krona. 
Internal house cleaning in Western Europe-is the main job for 1949. Big 
queStion mark is how much progress the Communists will allow. 


The ECA will 











>> Danger spots in Western Europe will be fewer than in 1948..... 
France needs a general uplift in morale to bring production much higher. 
Political difficulties, a weak tax structure, Communist strength hamper France, 
Italy has many of the same problems--plus large unemployment. 





Western Germany made good progress in 1948. But inflation now is gaining 
headway again. New year will see wage-price problems uppermost. And, if they're 
licked, there are the Ruhr problem, dismantling of plants and Russian pressure, 

Greece Still is a sore spot. And Sweden lost ground in 1948. 

As for the rest of Western Europe, most countries seem headed in the right 
direction. Britain, the Netherlands, Norway, Denmark, all are getting stronger, 
Switzerland and Belgium have prospered. 





Their problem is to stay in high gear, 


>> Less is known about business conditions in Eastern Europe..... 

Russia undoubtedly made industrial progress in 1948. Indications are that 
the prewar level of activity was reached again. But Russia isn't getting much 
help from outside. Imports from the satellites and from Sweden are disappointing, 

Poland is the bright spot in the Eastern bloc. Polish trade with the West 
is pretty extensive. Coal and metal industries are hitting a fast pace. 

Czechoslovakia had a bad year. Traditional trade pattern was broken. The 
Czechs won't work hard for the Russians. The Yugoslavs look westward longingly. 
Hungary, Rumania, Bulgaria are little help to Russia, have their own problems. 

What it adds up to: Russia has to carry the ball pretty much alone. 





>> The way things are shaping up around the rest of the world..... 
China can be counted out commercially for at least a year. 
Japan, though, probably will make considerable progress in 1949. U.S. pol- 
icy is to be clearer, will push production and exports, especially of textiles. 
Southeast Asia and the Indies have a score of products the world needs. 
But political troubles and Communist infiltration cloud the picture. 
India, Pakistan will be making a start on their industrialization plans. 
The Middle East looks forward to big oil demand; bigger royalties. 
South Africa must curb inflation and the drain on her gold reserves. 
Across the Atlantic, Argentina faces a poor year. Drought is cutting 
World prices for Argentina's main exports have fallen. 














crops. Big question is: 
Can the Peron regime weather the economic storms now blowing up? 

Latin America generally will find prices for many of its main products slid- 
ing in 1949. High costs have to be pared. Dollar imports will have to be cut. 

Canada did well in 1948. Her dollar shortage is eased. But Canadian busi- 
ness is now feeling a slowdown, as in the U.S. A Sharp decline is unlikely. 

In the U.S., readjustments to somewhat lower levels are ahead. Imports, es- 
pecially late in 1949, will be nosing down. But dollar aid abroad will stay high. 


World outlook in 1949 is for a close balance of pluses and minuses. 
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TEHERAN 

9 GO FROM KABUL, the capital of 

Afghanistan, to Iran, one can travel 
ither by camel caravan or by the Afghan 
ail, which is motorized. I 
ave never made the trip by 
wravan, But I have just cov- 
red most of the distance in the 
ail bus and I’m sure it runs 
poor second to the camel. 

By plane the trip would re- 
uire three hours at the most. 
by train the 650 miles could be 
wered in no more than 10 
ours. But Afghanistan has no 
mmercial air lines and doesn’t 
ntain a mile of railroad track. 
by mail bus the trip goes on 
nd on. I have circled the 
lobe by air in much less time. 

As a matter of fact, I man- 
ied to avoid the mail bus at 
e outset. I negotiated a ride 
with an American engineer from Kabul 
0 Kandahar, a distance of 250 miles. 
n the comfort of a new U. S. car, 
quipped with puncture-proof tires, we 
nade the trip in nine hours. The Afghan 
fail covers the same distance in three 
lays. The automobile trip, however, 
imply served to lull me into a false sense 
bf comfort as I contemplated the rest of 
the journey. 

I boarded the bus at Kandahar after 
spending the night in a hotel that pos- 
sessed all the comforts of a modernistic 
tomb. Although at sundown the tempera- 
ture there drops from a pleasant 74 
legrees to something near freezing, Gov- 
emment regulations forbid hotels from 
using heat except at certain times of the 
year. The Government also has decreed, 
apparently, that one blanket to a bed is 
plenty. I survived the night by sleeping 
in two pairs of pants, a shirt, sweater and 
eather jacket and two pairs of socks. 
| After breakfast I paid my hotel bill 
(the clerk could not give me a receipt 
because he neither reads nor writes) and 
then established my intimate and _pro- 
lnged acquaintance with the Afghan 
Mail. I negotiated for a seat during 
transactions that were carried out on a 
tug stretched on the ground beside the 
bus. The fare to the border, 350 miles 
away, was reasonable enough—$6. That, 
however, doesn’t include the cost of food 
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Life Around the World 


Reg. U.S. Pat. Off, 


rom Kabul to Iran by bus requires 
ortitude, patience and plenty of time 


or hotel accommodations en route. Nor 
does the Government (which, of course, 
owns the bus company) assume any re- 
sponsibility for bruises, fractures, nervous 
breakdowns or other damage 
sustained by passengers. 

The bus itself is not unim- 
posing. The engine is Ameri- 
can-made while the body—re- 
inforced by 2 by 4s—is a prod- 
uct of Britain. The Mail carries 
a two-man crew: the driver, a 
wild-eyed individual with the 
manner of a captain on a lux- 
ury liner, and his assistant, a 
grubby lad of 18 who does all 
the dirty work beneath the 
dignity of the pilot. 

Among the 14 passengers 
was the newly appointed Af- 
ghan consul general for New 
York. Special arrangements 
were made for him and _ his 


wife. They were given the entire front 
seat (which usually 
persons ) 
other passengers by 


accommodates four 
screened from the 
a curtain. 

The consul general’s wife was shrouded 
in a garment that covered her from head 
to ankle. Afghanistan is one of the few 
Moslem countries where women still are 


and were 


required by law to conceal themselves 


from the gaze of men in public. But under 
her native costume she wore American 


sports shoes and slacks and I got the 


impression that she could hardly wait 
to get to the Iranian frontier where she 


could come out of hiding. 


Among the other passengers on the 
an amiable, bearded mer- 


and green flannel 
pajamas under an 
English topcoat. In 
his arms he cradled 
a shotgun. In the 
seat in front of me 
was a young Pathan 
tribesman from the 
wild Northwest Fron- 
tier. His hair looked 
as though it had 
been cut mixing- 
bowl fashion. He 
spent the trip spong- 
ing cigarettes from 
- me and, in exchange, 








forcing upon me raisins that he fished out 
of a dirty coat pocket. Next to him was 
a young merchant who had studied: Eng- 
lish five years ago. He soon became my 
interpreter. 

The mail bus was scheduled to leave 
Kandahar at 9 a.m. At 10:15 we pulled 
out of the bus station, made _ several 
stops to pick up fuel, water and other 
essentials, and finally left the city at 
11 a.m. I knew immediately what was 
in store for me. 

We bounced, bumped and jolted over 
the loose gravel and rocks of the road—if 
it can be dignified with that name—at a 
smart 10 miles an hour. The windows, 
held up by rocks wedged under them, 
soon fell open and we spent the rest of 
the trip in a great and incessant cloud of 
dust. 

The road snaked through a narrow, 
barren valley, hedged in on either side 





by bleak, granite mountains. So we jolted 
along our way, mile after monotonous 
mile. The dreary landscape was relieved 
occasionally by the ruins of forts built 
in the time of Alexander the Great, or an 
occasional nomad camp with its herds of 
grazing camels. 

About once an hour we arrived at a 
village where the driver’s assistant 
scrambled to the roof of the bus to get 
the mail. As soon as I alighted I always 
attracted a curious crowd. People audibly 
passed from mouth to mouth the infor- 
mation that I was “Ameriko.” Not more 
than a dozen Americans—if that many— 
had ever traveled by Afghan Mail 
through these parts. 

At Girishk, 70 miles from Kandahar, 
we stopped to gas up and eat. My Eng- 
lish-speaking friend took me to an inn, an 
open-front adobe building with a rug- 
covered earthen floor and no furniture. 
At the entrance sat an old man expertly 
knitting a sweater. We sat on the floor. 
The proprietor poured water over our 
hands and then served us rice and mut- 
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ton. There was no nonsense about knives 
and forks. 

We hurried back to the bus after 
lunch, but we found the driver taking a 
nap under a tree while several passengers 
were praying on rugs they had stretched 
out on the ground. Others had wandered 
into town to visit friends. It was two 
hours before crew and passengers re- 
assembled to start the trip again. 

Ten hours and 100 miles later we 
stopped for the night at an attractive little 
hotel which the Government had built on 
a bluff overlooking a stream in the middle 
of nowhere. By this time I had been fully 
accepted by my fellow travelers. One 
good-humored merchant had swapped 
his turban for my cap and somebody 
arranged things so I was served fried 
eggs for supper. For some rea- 
son, the Afghans are convinced 
Americans like nothing better 
than eggs. 

After breakfast—eggs, again 
—everyone was ready to start 
except the consul general and 
his wife. My English speaking 
friend told me the bus schedule 
depended on.them. So we bor- 
rowed the shotgun from the 
man in the green pajamas and 
went down to the stream to 
hunt ducks. Once on the road 
again, two hours later, some- 
one sighted a deer and guns appeared on 
all sides. The man in the green pajamas 
moved to my seat and spent the next 
hour with his shotgun under my nose on 
the lookout for more game. 

After another night in still another 
Government-owned hotel—and another 
breakfast of eggs—we started on the next 
leg of the Afghanistan journey. The 
driver of the bus stopped frequently to 
chat with other travelers on the road 
and once we stopped at a mosque 
where the devout piled out with their 
prayer rugs. 

When we finally pulled up at the Hotel 
De Herat—350 miles, three days and 14 
eggs from the point of departure—I had 
little trouble passing for a tribesman, with 
my three-day growth of beard and my 
newly-acquired turban. I walked with a 
limp, my knee cap having been lacerated 
against the seat ahead and my back hav- 
ing been slightly dislocated. 

I still had 60 miles to go to reach the 
frontier of Iran, and, after that, another 
700 miles or so to get to Teheran, my 
destination. There is semiweekly service 
from Herat to the frontier, Saturday and 
Tuesday. 

At the bus station where I went to 
negotiate for a ride to the frontier, I 
found that the bus was booked to capac- 
ity but that there was room on a truck 
that was leaving Saturday. From past 
experience, I decided that probably was 
just as good as the bus. So I made ar- 
rangements, then spent the rest of Friday 
visiting a fort built by Alexander the 
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Great and the ruins of a city destroyed by 
Genghis Khan. 

Since I was the only American in town 
—in fact, there was only one other for- 
eigner in the place—the police displayed 
unusual interest in my presence. Being a 
stone’s throw from the Russian and Iran- 
ian frontiers, the police are suspicious of 
all visitors. 

Immediately after being installed in a 


room at the hotel, an impressive establish- . 


ment built before the war by a group of 
Germans, I was visited by the desk clerk. 
He said he wanted to take my passport to 
the police. Although he spoke no English 
and I spoke no Pushtu, he tried to ques- 
tion me about my reasons for being in 
Herat, whether I intended to go to the 
bazaar, what my destination was, and so 
on. The whole interview was 
carried on in sign language. 

A short time later I strolled 
out of the hotel to stretch my 
legs. When I turned around 
suddenly to go back to my 
room I spied my friend the 
desk clerk ducking behind a 
clump of bushes. We kept this 
up during my entire stay. But 
he had the advantage, since an 
armed policeman was posted 
outside my window and sev- 
eral others were on duty at 
various points around the hotel. 

At 10 o'clock Saturday morning we set 
out on the last lap of the journey to the 
frontier. I was given a seat of honor in 
the cabin of the truck with the driver. 
In the back, 22 other passengers piled 
aboard. The five-hour ride to Islam Calat, 
the Afghan frontier post, was uneventful 
except for two flat tires in the space 
of half an hour, Next day I made a 
two-hour trip to the little village of 
Yoosephabad, just inside the Iranian 
frontier, where I took leave of the Af- 
ghan Mail service. 

But my bus-riding days were not over 
yet. I had before me the long bus ride to 
Meshed, where I could get airplane serv- 
ice into Teheran, the capital and my final 
destination, 

I was escorted to the Yoosephabad 
bus station by several members of the 
gendarmerie. The bus was just being 
loaded, an incident which reminded: me 
of a scene from an old Harold Lloyd 
movie. In addition to well over a ton of 
passengers’ luggage, at least a ton of 


grain in bag, 

piled on the 

Then they 

hauled up a by 

sheep, Followed 
bicycle. 

How many» 
actually were lj 

into the bus ity 

was never able ty 

certain. Every ; 

I completed al 

several more hj 
popped their hs 

out of the yj 
nous folds of } 
mothers’ garmey 
Six passengers had been squeezed; 
the space beside the driver’s seat, 
of them was more out of the bus4 
in it. He just managed to hang, 
counted 19 people from the second 
of seats to the windshield. The total‘ 
load” must have exceeded 50. 

When we finally got under Way, 
whole bus load broke into a great 
which, I was given to understand 
something roughly equivalent to 4 
cheers for Allah.” And every time{ 
bus showed signs of weakening on{ 
slopes the passengers good-naturd 
called on Allah to pull us through, 
bus never failed. 

After two hours of this we whed 
into a compound. By then it was ¢ 
and bitterly cold. All the men tum) 
out and hastened into a_ smoked 
shack where two boys served us heap 
plates of mutton and gravy and pow 
tea from big, steaming samovars, ] 
women remained in the chilly bus, ng 
ing their babies. 

We were given no hint as tok 
long we would remain at this caravansa 
and the driver, who promptly got i 
a heated argument with  someboj 
showed no inclination to hurry, Find 
I stretched out on three chairs fa 
snooze, But sleep, I found, was extrend 
difficult because of my jabbering feb 
passengers. Anyhow, the bus driver ti 
of his argument and decided to movet 

Back on the bus I tried again to sl 
but my seat companion beat me ti 
He was a husky young man with a bea 
and a turban. He dozed off and fell 04 
into my lap. Another passenger, sets 
my discomfort, poked my partner int 
ribs. He woke with a 


to sleep in the same position. 
Every time we stopped, the bus 4 
immediately surrounded by a homed 
Leggars—old women, girls, cripples, § 
pounding on the windows or react 
skinny arms into the bus to snatch & 
our legs. Whenever one got alms, ti 
rest descended on the lucky one savagth 
The Iranian night was bitterly al 
We were supposed to reach Meshed, 
end of the ride, at 4:30 a.m, At 3a 
half frozen and squeezed into a 0m 
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in bag Mii the seat, I consoled myself with the 
On the silipught that it would soon be over. But 
the » minutes later the bus came to a 
Up a bail in another village. The driver an- 
followedilliynced that he was tired, and promptly 
appeared into a caravansary. 

followed him into the low, brick 
cure. Through the smoke I could see 






y Many 












Y Were |p 
e bal pile sleeping on wooden platforms. 
ver ableyjmmfound an empty one, stretched out 
Every qth my coat wrapped around me and 
sleted a mally went to sleep. 
more }iThree hours later I awakened and 
| their jajgpnd that other passengers were kneel- 
the yi on rugs, paying their morning re- 
olds of § to Allah. After they finished we 
s’ garme 





piled back into the bus. The women 
passengers had spent the night there. 
One hour later we arrived at Meshed, 
a big city built around a great and 
magnificent Moslem shrine. But I was 
less interested in sight-seeing than in 
the fact that air service was available 
there and would get me to Teheran, 600 
miles away, in another three hours. 
That morning, after covering 750 
miles by bus and truck in eight days, my 
gratitude for modern air transportation 
knew no bounds. And I’m still not con- 
vinced that I was wise to choose the 
Afghan Mail instead of the camel cara- 
van. pF. 








queezed 
T'S seat, j 
the bus; 
» hang g 
e second 
‘he total 4 
0), 

der way, 
A great g) 
lerstand, 
ont to ‘t 






















ory time j 
ning on 
od-naturd 
hrough, 






anadian’ influence 






n Yugoslav policies 


we whed 
it was ¢ 
1en tumbj BELGRADE 
smoke-{MUGOSLAVIA IS FULL of “Canadians” 
1 us heap these days. Thousands of Yugoslav 
and pouglmigrants, many of whom lived in Can- 
novars, la for 20 years of more, have returned 
ly bus, ng Yugoslavia since the war. And it’s 
nd to walk a mile without meeting one. 
as to hil Marshal Tito’s consulates abroad have 
caravansimeen encouraging Yugoslavs to return 
tly got impme from all parts of the world. Yugo- 
someboimvia needs labor, particularly skilled 
irry, Find™bor. Rosy pictures of life in the new 
hairs fafugoslavia brought 7,000 emigrants home 
as extrendmuring 1947 and thousands of others have 
ering felamrived in 1948. 
driver tif Families of Yugoslav birth have re- 
to moveugmmed from the United States, Australia, 
xin to skematin America, France and many other 
t me toi™untries in addition to Canada. But 
vith a beamose from Canada outnumber all the 
nd fell oethers and there is a tendency here to 





Her to the whole group as “returned 
anadians.” 

Some of the returnees have stepped 
ito important jobs, particularly those 
ho were Communists abroad and, in 
dition, had special skills, A former 
tsident of Canada is the chief of the 
totocol division of the Ministry of Trade 
h Belgrade. The chief of the American 
lvision of the Foreign Ministry is a 
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alms, t#@#WSpaperman who formerly worked on 
e savage erbian-language newspapers in Pitts- 
terly cal urgh and New York. 
feshed, iif How the returned emigrant reacts to 
At 3 ange new Yugoslavia depends a good deal 
o a comin” what he left behind abroad. 
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“I was unemployed for five years in the 
*30s,” one man, who had been in Canada 
for 25 years, told me. “I was just another 
‘dirty foreigner’ to the Canadians. Dur- 
ing the war, I lived like a dog in a 
dormitory in Vancouver. I shared a bed 
with another shipyard worker. I slept 
in it days and he slept in it nights.” 

But another, whom I met in the Alpine 
resort town of Bled, where Tito spends 
much of his vacation time, had a quick 
answer when asked why he returned to 
Yugoslavia. 

“I was crazy,” he said. 

It turned out that he had brought an 
automobile and some agricultural ma- 
chinery with him. He was relieved of all 
this by the Government when he landed 
in Fiume. 

Some of the returnees tell a bitter joke 
on themselves. It has to do with a new 
club organized in Belgrade. Members, 
meet every Friday at 8 p.m. They file 
silently into a room and take seats around 
a long table. The president opens a table 
drawer, removes a gavel and strikes him- 
self once on the forehead. He passes the 
gavel around the table and each member 
does the same. 

“What organization is this?” the visitor 
is supposed to ask. The answer, of course, 
is: “The Society of Returned Canadians.” 

A few returned emigrants want to go 
back to Canada. But this is difficult. The 
Yugoslav Government considers most of 
them Yugoslav citizens, even if they were 
naturalized in Canada. 

About 100 emigrants, however, have 
applied to the Canadian consul in Bel- 
grade for aid in returning to Canada, and 
several have been successful. 

The bulk of the returnees, however, 


seem to have found in Yugoslavia what 
they came back to seek. Many of them 
have special status in their communities 
as world travelers who have seen the 
wonders of America. R. K. 


Babies, streets, ships 
are named for Peron 


BUENOS AIPi 

HE NAME OF ARGENTINA'S PRESIDEN . 
Tis rapidly becoming a household we 
in this country. 

It’s the current fashion to call streets, 
buildings, institutes, medals, a party, dis- 
tricts, ships and babies for Juan Domingo 
Perén—the colonel who rose from obscur- 
ity in the Army five years ago to become 
the constitutional leader of his nation. 

Peron, in the early days, made a ges- 
ture at discouraging personal homages. 
When his followers wanted to form a 
“Perdnista” party, Peron said he was “the 
leading anti-Perdnista in the country.” 
Later, he relented, and the Government 
party is now known by that name. 

Shortiy afterward, twin cities out- 
side Rosario, Argentina, were renamed 
“Perénia” and “Evia,” the latter after the 
President’s attractive and energetic young 
wife, Eva. 

Since then, two ships now in construc- 
tion for Argentina in Sweden and Eng- 
land have received the presidential 
cognomen: the Juan Perén, which is 
spoken of in Argentina as the biggest 
whaling factory ship afloat; and the 
Presidente Perdn, designed for fast travel 
between Europe and South America. 

In Argentina, the President claims, 
anybody can order what he now terms a 
bife a la Perén (steak in the Perén man- 
ner), with four eggs on top, for one 
peso (20 cents). Juicy, succulent steaks, 
minus the eggs, are abundant here at 
75 cents each, but most restaurant 
patrons receive only stares from waiters 
when they order the dish advertised by 
the President. Mr. Per6dn’s favorite is a 
lot easier to talk about than it is to find. 

The vogue of immortalizing the coun- 
try’s No. 1 man has gone so far that even 
usually discreet newspapers such as La 
Prensa and the English-language Stand- 
ard are openly questioning the desir- 
ability of so glorifying a living person. 

But, despite such protests, the vogue 
of naming things in honor of the Presi- 
dent continues to grow. In fact, matters 
have gone to such a length that Argentina 
—already plagued by growing labor ab- 
senteeism—now has a new holiday to add 
to her two dozen annually. The day is 
the one after the Perdnist revolutionary 
holiday of October 17. In order to give 
celebrants a rest from their fiesta, the 
President jocularly has named the follow- 
ing day “San Perén” (Saint Perdén’s Day.) 

B.S. R. 
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Whispers. 


Coming Fight on Price Supports... Germ-War Study 
In Russia? .. . Treasury View That Boom Is Slowing 


Generals and admirals are losing 
their battle at the White House to get 
at least $17,500,000,000 for the year 
to start next July 1. Mr. Truman 
holds to his ceiling of no more than 
$15,000,000,000 for military spending 
and stockpiling. 


5 a 


Mr. Truman is discovering that 
Democratic leaders. in Congress do 
not see eye to eye with him on tax 
policy, labor-law policy, some other 
policies which he has hoped to shape. 
The new Congress, the White House 
is told, is going to be a bit to the right 
of the executive branch of Govern- 
ment, even though it.is to the left of 
the old Congress. 


xk * 


Businessmen who contributed to the 
President’s campaign fund are being 
invited to the White House on a reg- 
ular schedule to get the personal 
thanks of Mr. Truman. The “thank 
you” visits are running at the rate of 
about two a day. 


x Kk * 


Averell Harriman, roving ambassa- 
dor in Europe, is being boomed by 
the New Deal wing of the Truman 
Administration for the job of Secre- 
tary of State now held by George C. 
Marshall. The boom for Mr. Harri- 
man has grown since the New Deal 
group became convinced that the 
President would not take Justice Wil- 
liam O. Douglas, of the Supreme 
Court, for that job. 


x K &* 


State Secretary Marshall still finds 
that the President is insistent upon 
his remaining as Secretary of State. 
At 68, however, and no longer in ro- 
bust health, Mr. Marshall is more 
and more convinced that he should 
retire. 


x * * 


Fred Vinson, Chief Justice of U.S., 
is going to be under pressure from the 
President to succeed Secretary Mar- 
shall if the present Secretary does 
step down. Chances are that Chief 
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Justice Vinson will beg off from a 
thankless job, but that isn’t sure. 


xk * 


Antagonisms among some Justices on 
the Supreme Court are so explosive 
that the President may decide that 
he has to keep Mr. Vinson as Chief 
Justice to continue to act as the mod- 
erator. One official closely informed 
upon inner workings of the Court 
comments that it might “fly apart” if 
the present Chief Justice were not 
there to smooth ruffled feelings. 


K ce ® 


John Snyder, Treasury Secretary, is 
cautioning the President to go slowly 
in asking Congress to give labor lead- 
ers all the support they want for 
changes in present labor laws and for 
regulation of business. Treasury ex- 
perts are coming around gradually to 
the view of most other Government 
appraisers that the bloom definitely 
is off the boom and that some busi- 
ness troubles lie ahead. 


x * * 


Alben Barkley, Vice President, and 
Senator Walter George, to be head of 
the powerful Senate Finance Com- 
mittee, both are extremely cool to the 
idea of an excess-profits tax. Without 
their support, Mr. Truman can expect 
trouble if he insists on trying to de- 
fine and to tax “excess” profits. 


xk * 


Some of the Government’s tax plan- 
ners are beginning to toy again with 
the idea of a specific penalty tax to be 
levied on earnings of corporations not 
paid out as dividends. Earnings re- 
tained in the business and not paid to 
stockholders would be taxed at a 
higher rate than earnings paid out. 


xk * 


Charles F. Brannan, Secretary of 
Agriculture and new White House 
favorite, is heading for trouble in 
Congress. Secretary Brannan is lining 
up on the side of farm price supports 
that have a good deal of elastic in 
them, so that the Government can 
avoid being inundated by wheat, cot- 


ton, corn and other commodities ‘ 
event of big crops and smaller ma. 
kets in 1949 and 1950. 


x wk * 


Senator Joseph O’Mahoney, of Wr. 
oming, is beginning to doubt whethe 
he can sell Congress on the idea ¢ 
an excess-profits tax in 1949. He; 
starting to talk about an alterna, 
plan, a fully graduated tax for cy, 
porations, like the system now yyd 
for individuals. 


xk & 


It is President Truman, rather thy 
the State Department, who is prim 
rily responsible for the United Staty 
crackdown on the Dutch in Indoneg 
and on military revolutions in Laty 
America. Mr. Truman is disturbed¢ 
the way the Dutch and many Lay 
Americans are at present using gu 
instead of ballots to settle their di. 
ferences. 


x *k * 


Agents of Russia’s Premier Jose 
Stalin are quietly buying up monkey 
in Abyssinia. The rumor in Addi 
Ababa is that Russia is badly in ned 
of monkeys for research in bacterd 
warfare and in other fields of scieme 


xk * 


Field Marshal Viscount Montgomery, 
Britain’s Chief of Staff now tryingt 
organize military co-operation amoy 
the five nations of the Western unio 
is running into heavy criticism insit 
the official families in Western Ei- 
rope for the way he is doing his jo 
He is being unfavorably compart 
with General of the Army Dwigit 
Eisenhower as an allied commandy 
in chief. It seems that the Field Ma- 
shal refuses to work through five 
nation committees, and insists on tt 
garding himself as sole boss. 


x * * 


U.S.-British attempts to standardit 
arms for the two countries arte ™ 
getting very far. British now discott 
that it would cost them $1,200,000!" 
just to standardize their rifles wit 
those used by the U.S. Army. 
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